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Industry Sets Fast Peacetime Pace 


ESPITE a setback during the winter, business 
has been operating at an extraordinarily high 
peacetime level. The rate of activity, moreover, in- 
creased substantially during March, and when the 
coal strike began on April 1 was still moving upward. 
This attainment by American industry has been 
little appreciated because actual first-quarter volume 
fell far short of the potential volume indicated by the 
surprisingly strong trend of last fall. Strikes, short- 
ages, and contentions over ceiling prices have ab- 
sorbed public attention, obscuring the constructive 
developments in reconversion brought about by re- 
sourceful management and a powerful consumer situa- 
tion. 

The substantial progress thus indicated is compat- 
ible with very real, or even grave, shortages. Output 
of automobiles and electrical appliances has been par- 
ticularly disappointing, as is also true to some extent 
of other products, such as textiles. 

These shortcomings, however, have been accom- 
panied by extraordinary progress in many directions. 
Such things as paper and machinery production and 
cotton consumption have helped to place industrial 
indexes at high figures relative to prewar years even 
though reduced from wartime heights. The adjusted 
Federal Reserve index of industrial production fell to 
a new postwar low in February, standing at 154 (pre- 
liminary, 1935-1939—=100), six points below January 
and eight points below the nadir of 1945, in October. 
This level was 41% higher than the 1939 average and 
27% higher than the highest monthly point attained 
prior to the war, in May, 1937.1 

In some quarters it is doubted that the Federal 
Reserve index truly reflects current activity, but, even 


1Population rose nearly 9% from 1987 to late 1945. 
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if granted that it exaggerates the decade’s expansion 
in industrial volume, many other indicators testify to 
an extraordinary peacetime output. The New York 
Times index of business activity ran a shade higher 
in February than at the peak of the 1937 rise and was 
about on a par with 1929. Weekly levels attained 
early in January and recovered late in March were 
above those prewar years. The Guaranty Trust Com- 
pany’s index of business activity in February also re- 
mained above 1937 and 1939, but was slightly below 
levels reached several times in the Twenties. 


MANY INDICATORS RISE 


Such broad indicators as carloadings and electric 
power output show similar comparisons. Average 
weekly carloadings in February, 1946, were 4% higher 
than in February, 1937, while electricity output re- 
mains far above that for any year prior to 1943. 
Cotton consumption in the first two months of this 
year was 16% higher than in the similar 1937 period. 
Paper production meanwhile rose 31% and the ma- 
chinery production index of the Federal Reserve rose 
76.5% (unadjusted). Machine-tool output since V-J 
day has been one of the most deflated business ele- 
ments as compared with wartime heights, and yet, to 
the great surprise of many observers, has held above 
all prewar production rates. 

Steel production, generally considered the great in- 
dustrial barometer, has been so erratic since the end 
of the war that monthly comparisons mean little. 
However, weekly ingot output on either side of the 
valley of wage-price decision has run around 1.5 mil- 
lion tons, compared with 1.35 million tons represent- 
ing the peak weekly average in 1937, and with the 
1929 peak of nearly 1.2 million.1 The strike, while 

1Average weekly output by months 
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Chart 1: Manufacturing Production and 
Employment 
Sources: Federal Reserve; Taz Conrerence Boarp 
Index Numbers, 1935-1939 = 100 
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holding consumption of steel in check, was in large 
measure offset by the return of workers before con- 
sumer inventories were exhausted. 


SEVERAL INDUSTRIES LAG 


On the opposite side of the production picture are 
the pronounced lags in electrical appliances and auto- 
mobiles, mainly because of strikes. In contrast with 
some other lines, where production has exceeded last 
summer’s forecasts, output of important lines of con- 
sumers’ hard goods has fallen far short of expecta- 
tions. Industrial-electrical and farm equipment have 
been similarly affected. 

Passenger automobile output in the first quarter of 
1946 was close to 200,000, only about half the goal 
planned at the beginning of reconversion. Output 
increased rapidly, however, toward the end of the 
quarter, even prior to resumption of General Motors’ 
assembly lines. The second quarter consequently 
opens with far brighter prospects, barring interrup- 
tions that might result from prolonged coal and cop- 
per strikes. 

Shipments of home-type mechanical refrigerators in 
January were 139,000, or only 39% of the prewar 
average, and February may have been lower. 


Shortages Variegated 


Various other industries and large segments of 
consumers are severely affected by shortages ranging 
from nylons to houses. These deficient supplies are 
not always caused by low production as compared 
with past periods but frequently reflect superdemand. 
The short supply of homes, for instance, results from 
wartime conditions and the fact that sufficient time 
has not elapsed since the end of the conflict to finish 
many structures. Residential construction contracts 
in the thirty-seven states east of the Rockies in the 
first two months of 1946 were far above those of any 


Chart 2: Wholesale Commodity Prices at End of 
the Two Wars 
Source: Bureau of Labor Statistics 
Index Numbers, 1926=100 
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Chart 3: Wholesale Prices of Manufactured Prod- 
ucts and Hourly Earnings in Twenty-five 
Manufacturing Industries 
Sources: Bureau of Labor Statistics; Taz ConreERENCE Boarp 
Index Numbers, 1926=100 
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similar period from 1930 to 1940, inclusive. Whether 
residential work will be bottlenecked by supplies of 
lumber and other materials remains a problem, but at 
any rate the volume of other construction has been 
placed under control by the government because of 
shortages. 


HIGH RATES OF ACTIVITY 


Employment, unemployment, national income, and 
retail reports all continue far more favorable than 
had generally been expected last summer. All these 
statistics reflect high rates of activity at mines, farms 
and factories. 

January factory operations and employment were 
between the average levels of 1940 and 1941, em- 
ployment having somewhat stabilized in this sector 
of industry after the decline of last summer. (See 
Chart 1.) 

Commodity prices continue to be important prob- 
lems in industry and merchandising, with a steady 
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Chart 4: Income Payments to Individuals, 
Disposable Income, and Retail Sales 
Source: Department of Commerce 
Billions of Dollars 
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Chart 5: Value of Exports of Merchandise and 
Imports for Consumption 
Source: Department of Commerce 
Index Numbers, 1923-1925 = 100 
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rise in wholesale prices continuing through the winter 
to a level 40% higher than in 1939 (see charts 2 and 
8). Although prices since World War II have been 
strong in contrast with weakness immediately after 
World War I, the recent stronger trend began about 
the same number of months after war as did a strong 
movement in 1919. 

Among a number of recent price increases, the most 
significant industrial action was the raising of ceilings 
on steel by an average of $5 a ton. Increases in brass 
and copper products are under consideration, with 
wage advances also pending.! Increases in steel prices 
have been made an official basis for consideration of 


1Brass-mill products were raised an average of 1.5 cents a pound 
on April 1. Wire and cable changes were still pending. 


Chart 6: Locomotive Deliveries 
Source: War Production Board 
Number of Locomotives 
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increases in product prices. The increased annual 
cost of steel to a number of major industries, on the 
basis of 1940 distribution, is shown in Table 2, and 
for domestic industry as a whole would apparently 
amount to about $185 million.t 


COST PYRAMIDS 


The pyramiding effect of the wage-price link is in- 
dicated by the fact that steel was marked up on 
account of the wage advance. Many fabricators 
of steel products were involved in the same union 
negotiations as the steel mills, and some have signed 
at the same wage rise of 18.5 cents an hour, but their 
costs now involve the steel price rise as well. On the 
other hand, some foundries producing cast steel have 
to meet the wage advance given in the mills but have 
been allowed a ceiling rise of only 4%, or about half 
as much as the rise in rolled steel. 

Another significant cost situation is that of the au- 
tomobile industry. On the basis of its 1940 use of steel, 
the average annual increased cost of this commodity is 
approximately $32 million. General Motors’ share of 
this sum is probably about half. And the company’s 
increase in annual wage payments, on the basis of the 
number of UAW strikers alone, is about $67 million. 
In addition, substantial sums are involved in in- 
creases to electrical workers and office employees. The 
total payroll of the company in 1945 was a shade over 
$1 billion. In addition to steel, increased prices on 
other purchased materials are involved. 


PRICE PRESSURE CONTINUING 
The general pressure on both wholesale and retail 
ceilings in general shows every indication of continu- 
ing. Important factors include the possibility of 
higher coal prices and increased freight rates. Back 
of the expected plea for very substantial advances in 


1See Table 2, calculated on basis of specific price increases on in- 
dividual products in major industries, and on the basis of the general 
$5 average rise for general classifications, such as converters and 
jobbers. 
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TABLE 1: FEDERAL FINANCIAL STATISTICS 
Source: Treasury Department 
Millions of Dollars 


First Eight Months 
of Fiscal Year 


1946 
Item 
February January 
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War savings bonds 
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Table 2: Effect of Steel Price Change 


Sources: American Iron and Steel Institute; Taz Conrmrence Boarp 


Steel Billed Pad Apa 
aay Gaatien fost Cost! 

(Net Tons) (Dollars) 
Agricultural equipment............... 919,502 4,421,008 
Construction: 55 ¢.... 5c osbere aoe ee 4,967,984 | 24,634,485 
Machinery and tools................. 1,885,408 9,905,191 
prone, (4:..< cispece eet tren etree ce. ees 8,777,377 18,762,168 
Automotives ascosc ct ns hie ciene ah 7,185,016 82,177,644 
Steel converting and processing........| 2,928,842 | 14,644,210 
Jobbers, dealers, and distributors. ..... 6,686,534 | 33,432,670 
Pressing, forming and stamping........ 2,159,715 | 10,798,575 
Contamet?:7.55 toe esi ease eee 2,985,338 14,926,690 
Aircraft. 5. ein. DAE. inne Seen 48,329 241,645 
Oil, natural gas and mining........... 1,132,201 5,661,005 
ISCRLIANEOUS..< vss ee i ees 2,135,581 10,677,905 
Shipbuilding #2.o.2e +e soos ree 940,124 4,700,620 
Ttalee Sot ee ee 87,751,951 | 184,983,816 


10n basis of 1940 tonnage and March, 1946, steel price rise 


railroad tariffs are not only current wage rises but the 
increases in steel and brass prices and perhaps fuel 
costs. Metal prices in Great Britain were recently in- 
creased. The effect of this rise on world markets is to 
increase import costs to the United States from 
various sources and its ultimate effect is not yet 
known. Ceilings were recently removed on various 
lines of consumer goods and heavy machinery. In 
these fields the outcome also is yet unknown, but all 
these actions result in pressure in one direction—up- 
ward. Retail prices in January were 44% higher than 
the average in 1939, about 5% more than the whole- 
sale rise. 

Department store sales (adjusted) in February 
were nearly 141% greater than the 1939 monthly 
average. As the January sales volume was nearly 
double that of January, 1941, while retail prices mean- 
while rose only about 40%, it is apparent that retail 
dollar sales reflect substantial gains in volume as well 
as in prices. The increase in income payments to indi- 
viduals from 1939 to January, 1946, was 119%, while 
the rise in department store sales was 115%, indicat- 
ing that the two are closely in step over the long 


range. On the other hand, income payments in Janu- 
ary fell 3% below those of a year earlier but depart- 
ment store sales continued to march ahead with a 
rise of nearly 16%. Gains over a year ago in weekly 
department store sales have recently continued nearly 
as large. 

These increases in spending occurred mostly prior 
to the effectiveness of the wave of wage increases run- 
ning around 18 cents an hour. (See charts 3 and 4.) 
Actual trends in these segments of the national econ- 
omy are significant in view of the early postwar plea 
that big wage increases were necessary to sustain con- 
sumer purchases. 

Department stores sales and other evidences of high 
purchasing power have occurred despite huge losses 
to certain important sectors of consumers through 
strikes. General Motors strikers alone (UAW) lost 
approximately twice as much money in the strike 
period as they will gain in a full year of work at the 
new rates. This is without consideration of the fact 
that a 10% increase in the cost of living, as now dis- 
cussed in some well-informed quarters, would devour 
most of the current wage rise. Official acknowledge- 
ment that wage rises are necessitating price rises 
therefore becomes highly significant. 


A MEASURE OF POTENTIAL 


Industrial production at the beginning of April had 
recovered approximately to the level reached just 
prior to the January wave of strikes, with the added 
advantage that automobile output was rising rapidly 
as the second quarter opened. Except for the coal 
strike, the way appeared open to augmented indus- 
trial output for the near term. The longer trend ap- 
pears to depend greatly on equitable balance of the 
wage-price axis. Meanwhile, shortages, although indi- 
cating distressing deficiencies in production, are more 
significant as indicators of the business potential. 


Wruram J. Note 
Division of Business Economics 
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Coal Stock-piled 
for Strike 


ITUMINOUS coal production of 147.6 million 

net tons this year through March 23 was 4% 
higher than the comparable 1945 period. The first- 
quarter total is well above that estimated by the in- 
dustry on January 1. Soft coal mined last year 
amounted to 576 million tons, down 7% from the 
peak reached in 1944. (See Chart 1.) It is expected 
by industry officials that production in the years 
1946-50 will average from 525 million tons to 545 mil- 
lion tons, substantially above the prewar level. 

Since 1938, coal has been gradually increasing its 
relative importance as a source of industrial energy, 
until now it provides 55% of all mechanical energy 
used in the United States. Demand is expected to 
rise to 580 million tons in 1947, an increase of 45 mil- 
lion tons over 1946.1 When reconversion is entirely 
completed and immediate needs are met, demand is 
expected to fall back slightly, to more normal, but 
still high, requirements. Some reduction in demand 
from railroads and foreign markets will be balanced 
in part by the needs of utilities, by-product coke 
ovens and other important groups. 

In recent weeks industry has built up its coal 
stocks as much as possible, in anticipation of a coal 
strike. On March 1, total soft-coal stocks, including 
retailers, equaled a 31-day supply, compared with 24 
in 1945 (see Chart 2), but were less than just before 

1Estimates by Appalachian Coals, Inc. 


Chart 1: Bituminous Coal Production 
Source: Bureau of Mines 
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the two preceding widespread coal strikes in 1941 and 
1945.1 Railroads on March 1 had accumulated enough 
coal to last 32 days, an increase of five days over a 
year earlier. Industrial coal stocks were boosted to a 
44-day supply, a rise of more than 40% over March 1, 
1945. By-product coke ovens and steel and rolling 
mills had more than twice as much coal on hand as 
the year before. Cement mills were the only major 
group to report a decline. 

Utility coal stocks were recently increased more 
rapidly because of reduced industrial activity during 
the steel strike. The 84-day supply held by electric 
power companies on March 1 may represent a 
large enough backlog to offset the miners’ strike, 
which began April 1, unless it is greatly prolonged. 
The steel industry, however, began to bank furnaces 
immediately after the strike started and will be forced 
to curtail operations severely if it continues more 
than three weeks. This would be a serious blow to 
the nation’s industrial production just as it had prac- 
tically recovered from major work stoppages. In ad- 
dition to reducing steel output, the coal strike had 
resulted in a growing scarcity of coke-oven by-prod- 
ucts which are important to the chemical industry. 


MINERS’ DEMANDS 


Although the 400,000 bituminous coal miners have 
received no increase in straight-time hourly pay since 
April, 1941, their average actual hourly earnings rose 
25% from $.99 an hour in 1941 to $1.24 in 1945. (See 
table.) The additional compensation has resulted 
from such items as overtime and travel pay. The 
United Mine Workers of America, under John L. 

1April, 1941, and September, 1945. 


Chart 2: Supply of Bituminous Coal, Including 
Retailers’ Stocks 
Source: Bureau of Mines 
Number of Days’ Supply at End of Month 
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Lewis, ask a shorter work week with higher pay, the 
establishment of a health and welfare fund, financed 
by a tonnage royalty on coal, more effective safety 
measures in the mines and adjustment of vacation 
pay. Among other disputed points is the controversy 
over the unionization of foremen. Mine operators’ 
counterproposals include a forty-hour work week and 
a guarantee against wildcat strikes and slowdowns. 
The wholesale price of bituminous coal, composite 
mine run, f.o.b. destination, increased 17% from 1941 
through 1945. (See table.) The first general advance 


Bituminous Coal Prices and Wages 
Source: Bureau of Labor Statistics 
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1Composite mine run, f.o.b. destination 
n.a.Not available 


in retail coal prices under price control was the rise 
of ten cents a ton allowed on January 2, 1946, to 
compensate dealers for higher operating costs. To 
meet all UMW demands would raise mine operating 
costs substantially. Operators want assurance of price 
relief before signing a new contract with a jump in 
wage rates. 


ANTHRACITE FIELDS 


Anthracite production through March 16 was 10% 
above last year, but stocks on February 1 were gen- 
erally lower than in 1945. The 1945 output of 54.6 
million tons fell 14% below the high level reached in 
1944, reflecting work stoppages and a greater loss of 
manpower than in the soft coal field. It is estimated 
by the industry that 1946 production will equal or 
surpass 1945, since demand still exceeds supply. 
John L. Lewis is preparing to present the anthracite 
miners’ demands for new contracts in line with those 
of the bituminous coal workers. 


Marsorre E. Jupp 
Division of Business Economics 


Shortages of Electrical 
Goods Disturbing 


ELIVERY PERIODS on industrial electric 

equipment have been lengthened consider- 
ably in the past few months because of strikes and 
supply problems. Reconversion made rapid progress 
in the first few months after V-J day, but in the latter 
part of 1945 there were shortages of manpower and 
materials. Time estimated to make deliveries on the 
tremendous backlog of orders ranged from four to 
twelve months. Now, strikes, affecting the industry 
both directly and indirectly, have increased the ob- 
stacles so that many manufacturers are accepting 
orders only for delivery “sometime in 1947 at the 
earliest.” 

Plants of two major manufacturers were struck Jan- 
uary 15. The General Electric Company reopened 
about the middle of March, but the Westinghouse 
Electric Corporation remains closed. 

Steel is a highly essential material in the manufac- 
ture of electrical equipment; and, although the strike 
in the industry has been settled, agreements between 
labor and management were delayed in a number of 
steel-fabricating plants. Strikes in brass and copper 
plants also threatened to delay the electrical indus- 
tries. 


INDIRECT EFFECT 


The current dearth of electric equipment and un- 
certainty of delivery time have retarded or caused 
indefinite postponement of contemplated expansion 
of some industries, especially electric utility projects. 
Production of electric energy during the war increased 
73%, while manpower and material shortages permit- 
ted a rise in plant and equipment of only 26%. The 
war emergency was met by pooling of power sources 
and by improvisation and “make do” to offset equip- 
ment shortages. 

Definite plans had been made to commence ex- 
pansion of electric utility projects this year costing 
about $750 million, but impediments in the way are 
expected to reduce this outlay at least 60%. In addi- 
tion to strikes and shortages, the power industry now 
is affected by the government order of March 26 cur- 
tailing new construction. The exact effect on utilities 
cannot yet be determined. 

In normal years, replacements resulting from wear 
and tear cost about $250 million. It had been hoped 
to expand generating capacity this year by about 1.2 
million killowatts, but the goal is not expected to be 
reached. Even though other equipment should be- 
come available, a bottleneck would be created by diffi- 
culty in obtaining turbogenerators. They are custom 
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Electric Equipment Sales and Orders 
Source: National Electrical Manufacturers Association 
Index Numbers, 1936 = 100 
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made and delivered as soon as completed, but the 
backlog of orders is heavy. 

Heavy demand for industrial electric equipment 
during the war from other war industries, the mer- 
chant marine and the Armed Services, especially the 
Navy, placed a heavy strain on manufacturers’ re- 
sources. Only a comparatively small part of output 
was allotted to civilian purposes. Such was the rate 
of acceleration in industrial electrical manufacture 
after the beginning of the war in Europe that output 
in 1941 was almost double that in 1940; in 1942 pro- 
duction was 47% above 1941, and in 1943 it was 37% 
above 1942. The decrease in 1944 was only 8%, but 
this leveling off was in line with that of other war 
industries and left the industry operating at a high 
rate. This continued until reconversion. 

Expansion of output for war purposes was not 
parallel among the different categories of equipment. 
Motors and generators registered a very high per- 
centage increase in output, and orders for electric in- 
sulating material were not far behind. (See Chart 1.) 

Since industrial electric equipment is a basic re- 


quirement in both electric utility expansion and peace- 
time industrial reconversion, active and potential de- 
mand in practically all branches of this trade were 
very heavy shortly after V-J day. 

Transition to peacetime production was in full 
swing late last year, with many inquiries coming from 
prospective buyers. Most of the requests for infor- 
mation concerned delivery time of much needed items, 
type and design of postwar models, and possible direc- 
tion of prices. 


PREWAR MODELS 


A survey! among leading manufacturers has dis- 
closed that, although new models and designs are 
either ready for production or on the drawing boards, 
products will be largely of prewar design for some 
time. 

Since V-J day, orders have been placed in large vol- 
ume for overhead and underground equipment, fuses, 
and fittings. Customers most in need of certain items 
are being served first, especially in respect to mainte- 
nance and repair. Manufacturers in this group expect 
additional heavy orders from the utilities after a 
delay of many months. Achievement of full-scale pro- 
duction in this important equipment branch is also 
being retarded by shortages of copper, porcelain, cer- 
tain plastics, and malleable iron. An easing of the 
short supply position of these commodities is expected 
later this year. A large section of manufacturers in 
this group intend to simplify and standardize. In the 
underground field, production of certain sizes of ducts 
will be discontinued to simplify utility stock problems. 

Orders for heavy apparatus have been large since 
V-E day. Despite cutbacks, deliveries have been slow 
for several reasons, one of them being a shortage 
of engineers. Barely sufficient engineering skill was 
available for war production, and at present the heavy 
influx of postwar orders calls for great diversity of 
equipment, and hence much engineering. Even a 
complete demobilization of engineers from the services 
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furnaces and electric tools are excluded. 
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Insutatep Wire anv Caste for light and power includes only the following Md 
er wire, paper-insulated power cable, varnished cambric{ cable, Tub 
sheathed cord and ol and rubber-covered building wire. 


eEstimated. 
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will not be adequate because the flow of new en- 
gineers from our colleges has been negligible for sev- 
eral years. Manufacturers are seriously considering 
training technicians for some types of work from a 
selected group of their own employees. 

Aside from the orders already on the books, the 
long-term outlook is regarded as promising. Joint 
efforts are being made by the electric utilities and 
producers of electric equipment for standardization of 
a large number of products, a move which should ma- 
terially reduce production and distribution costs. Rail- 
roads in electrified zones are interested in electric- 
driven locomotives of greater horsepower. The rapid 
development of electronics during the war is expected 
to be reflected in a large demand for electronic equip- 
ment for peacetime industrial uses. 


Harotp W. Sasser 
Division of Business Economics 


tAn early issue of The Industry Record will discuss electronics. 


Oils and Fats 
in Short Supply 


RODUCTION of fats and oils! from domestie 

materials in 1945 totaled approximately 9.5 billion 
pounds, or 1.3 billion pounds less than in 1944, while 
imports were the lowest in many years. At the close 
of 1945 stocks of fats and oils had reached a ten-year 
low. 

Widespread government controls of consumption 
are threatened. Users of linseed oil have already been 
limited to a four-month inventory while a further cut 
in the second-quarter quota from 75% to 60% of the 
1940-41 base for this drying oil has been recommended 
by the paint, varnish, and lacquer advisory committee 
of the CPA. Quota restrictions have also been applied 
to the use of fats and oils in soap manufacture. 


DRYING OILS SCARCE 


Imports of oils and oil-producing materials, such as 
flaxseed and copra have been unsatisfactory. Oils, 
especially drying oils used in the paint industry, are 
becoming increasingly scarce as world commodity 
prices continue to soar above domestic ceiling prices, 
thus handicapping the procurement of foreign sup- 
plies. In the meantime, some paint manufacturers 
may have to suspend operations for an indefinite 
period, owing to their inability to obtain even reduced 

1Vegetable products are mainly oils of cottonseed, linseed, soybean, 


corn and castor beans, while animal products are mainly fats, notably 
lard and tallow. 


Table 1: Fats and Oils Production from 
Domestic Materials 
Sources: Department of Commerce; Department of Agriculture 
Million pounds 


Year begin- | 1945-46 | 1944-45 | 1943-44 


ning 


Edible: 

Butter je: ocsyl: cttw October 1,800 | 1,750 | 1,882 
Lard and rendered pork fat..| October 2,200 | 2,200 | 38,460 

Edible tallow, oleo oil, oleo! 
stearin, oleo stock......... 225 200 218 
COMM ON cide rein eee 225 220 214 
Cottonseed oll... 1,150 | 1,824] 1,236 
Olive oil. nutes Oe 5 5 6 
Peanut:oil. scsi. dosti en 125 107 185 
Soybean oil. oan aie coenrage 1,100 | 1,800 | 1,219 

Total ediblevs. snpecuiaat cn} ur case 6,830 
Inedible: 

Inedible tallow and grease... 1,941 

Neats-foot oil and wool 
ee A ee ee 19 
Marine animal oils.......... 172 
Exmnseed 0155 oe aha ee 724 
Pung oil. | esos es ce eee 2 
Total -medible;, 5... 3. sacl See eee 2,858 
Grand total coos: See 8 9,584 | 9,636 | 11,173 


1Domestic production estimated as total production, minus oil equivalent of 
net imports of flaxseed 

amounts of drying oils under the 75% quota. Short- 
ages of linseed oil are especially acute. Supplies of 
various oils, pigments and other materials for protec- 
tive coatings are also stringent. 

Expansion in the paint trade to meet stepped-up 
peacetime demands will probably be restrained not 
only by shortages of raw materials, but also by price 
maladjustments on oils, lead, casein, congo copal gum, 
and shellac. Expanded production of protective coat- 
ings will also suffer from the shortages and scarcities 
of rosin and titanium dioxide. 

In addition to the bottlenecks resulting from in- 
adequate production and imports comes the disturb- 
ing news from the Department of Agriculture that 
farmers are withholding from sale about 7 million 
bushels of the 1945 domestic crop of flaxseed, pre- 
sumably pending higher prices. In the meantime im- 
ports of flaxseed from Argentina have scarcely been 
increased, while exports of castor beans and oiticica 
oil from Brazil have declined, owing to the expectancy 
of higher prices and to poor transportation facilities 
from the interior. Furthermore, tung oil imports that 
have recently arrived are scarcely encouraging. 


NEED DOWN FOR NAVAL STORES 


The naval stores! situation, while far from bright. 
may not be quite so dark as that for drying oils. By 
the end of 1945 it was clear that this industry had 
hardly staged any recovery after the crops in 1944-45 
had reached the lowest level in several years. The pro- 
duction of rosin and turpentine from wood, however, 
did make some gains and plans have been made for 


1Naval stores consist of gum rosin and turpentine and also wood 
rosin and turpentine. 
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TABLE 2: SUPPLY AND DISTRIBUTION OF TURPENTINE AND ROSIN 
Source: Chemical and Metallurgical Enginecring 


Turpentine, 50-Gal. Bbl. Rosin, 500-Lb. Bbl. 


April-September, 1944 


April-September, 1944 April-September, 1945 


April-September, 1945 


Total Gum Wood Total Gum 
Carry-over, ae. Saye s 202,546 | 168,011 | 34,535 | 295,581 | 262,057 | 33,524 794,786] 648,206) 146,580 
Production. . ..+..--| 281,124 | 158,981 | 122,143 | 269,439 | 159,312 | 110,127 723,736) 426,310) 302,426 
LE ae eee eee 8,896 8,896 8,390 S390) by eel 9,326|e 5 9.826) [0 0..0.. 2,578 2578) 0 ee 
Available supply.......... 492,566 | 335,888 | 156,678 | 573,410 | 429,759 ,172, x 465,811 |1,526,100/1,077,094| 449,006 


258,443 | 233,151 473,146) 325,937 | 147,209 | 661,594) 526,639) 134,955 
698,927) 380,325 | 318,602 | 864,506} 550,455) 314,051 


64,678] 30,272 | 34,406 | 145,343) 120,084) 25,259 


634,249] 350,053 | 284,196 | 719,163] 430,371| 288,792 


Carry-over, September 30 .| 165,326 | 123,460 | 41 866 
Apparent total consumption 327,240 | 212,428 | 114,812 | 314,967 | 196,608 
Exports... 5 ....| 51,146 | 42,032 9,114 | 43,735 | 35,508 


a .| 276,094 | 170,396 | 105,698 | 271,232 | 161,100 


expanding production capacity. The small supplies of 
naval stores remaining unsold at the end of February 
were believed necessary for meeting demands during 
March. Government holdings of gum turpentine, 
amounting to more than 11 million gallons two years 
ago, were completely exhausted before the end of 
February. 

Highly favorable weather for production in March 
improved the outlook for future supplies of gum rosin 
and turpentine, and the industry has sought to in- 
crease export quotas. Stocks of gum rosin in the 
South are estimated at 87,000 drums of 520 pounds 
each at the beginning of the crop year on April 1, 
against only 38,000 drums on April 1, 1945. On the 
other hand, stocks of gum turpentine in the South on 
April 1 are estimated at only 57,000 units (of 50 gal- 
lons each), as opposed to 140,000 units a year ago. 
It is hoped in certain quarters! that production of 
gum rosin will be increased to 300,000 units of 2.7 
drums each for this year, as compared with 245,000 
units last year. Exports of about 400,000 drums dur- 
ing 1946-47 may thus be facilitated as compared with 
about half that amount for the previous year. 

The naval stores were in only light demand during 
the winter. Demands by paint and soap manufac- 
turers continue to be held down by shortages of other 
materials. This factor, combined with prospects for 
increased production for both wood and gum rosin 
and also for wood turpentine, considerably brightens 
the outlook for naval stores during the coming year. 


EDIBLE OILS SHORT 


Shortages of edible fats and oils appear likely to 
continue until the middle of 1947,? and, until then, 
restrictions on consumption will probably not be dis- 
continued. Domestic production of edible fats and 
oils totaled about 6.7 billion pounds in 1945, an 
amount considerably below the annual average pre- 
war consumption. Permanent relief is expected to 
come only with the resumption of large-scale imports 
of foreign oils and oil-producing materials. This, in 


1The Journal of Commerce, February 26, 1946 
*Ibid., February 27, 1946 


turn, will have to await the rehabilitation of war-torn 
areas, especially in the Far East, and the resumption 
of production on a prewar scale. 

Production and exports of copra and coconut oil 
are likely to increase greatly by midsummer when 
monthly shipments of 25,000 tons may occur. Al- 
though the production of lard for this year is likely 
to be maintained at last year’s level, supplies will 
probably be reduced on account of large exports. Veg- 
etable oil supplies for food are likely to be as great 
as last year in spite of the reduced cottonseed crop in 
1945. 

Gorvon K. Bet, Jr. 


Division of Business Economics 


Net Exports of Food 


Increasing 


ET MEAT exports in the year ending June 30, 

1946, are expected to equal 1.6 billion pounds? 
in strong contrast with a prewar average import ex- 
cess of 65 million pounds. Exports of other animal 
products except butter show the same sharp reversal 
on foreign trade as a percentage of domestic produc- 
tion. (See chart.) 

November exports of meat, for example, totaled 
97 million pounds, valued at $18 million, as against 
8 million pounds, valued at $2 million, the month be- 
fore. December exports, worth $45 million, totaled 179 
million pounds. Dairy products also registered sharp 
increases in both months. 

Wheat exports declined in November, although the 
calendar year’s total exceeds $239 million, several 
times the 1944 dollar figure and far above 1941 ex- 
ports of all grains and prepared products. Almost 129 


1Exports in 1945 totaled scarcely a fifth of this amount, indicat- 
ing a heavy movement in the first half of 1946. Imports have been 
relatively sm all. 
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million bushels were exported in 1945 as against 10 
million a year earlier. 

Diminishing food imports! during 1945 were par- 
ticularly evident in the raw materials category, espe- 
cially barley, corn and oats. Imports of coffee and 
other beverages as well as tropical fruit held up well. 
Increased availability of shipping in 1945 for the 
transport of beverage products made it possible to 
maintain import value levels. 


EXPORT-IMPORT VALUATION 


Exports at current price levels are somewhat in- 
flated when compared with prewar exports. The De- 
partment of Commerce estimates that prices of food 
and other commodities for export are at least 40% 
above the prewar average. The contrast between 
export and import food balances for an average pre- 
war year and for the present fiscal year (see chart) 
would be far greater in terms of dollars. Normally, 
export of food would be severely hampered by high 
export prices. The present food situation abroad re- 
quires heavy transfer of wheat and dairy products on 
a relief basis. 


UNRRA EXPORTS 
About 50% of UNRRA exports consists of food. 
Total UNRRA exports have expanded rapidly during 
the last 16 months, as can be seen in Table 1. Figures 
in the table refer to shipments from the United States 


Table 1: Exports by United Nations Relief and 
Rehabilitation Administration! 


Millions of Dollars 


1944 September......... a 1946) Maya. E58 fo 28 9.1 
Wetaber: 28038 San 0 WURO rapa. kee aoe 26.4 
November......... 5 Guly:>. Mersetmee sos 82.2 
December......... | JAC 41 | ROR eee 83.2 

1945 January........... oL September........ 36.1 

ebruary.......... 1.0 October sco aan 36.6 
March oe ene 3.9 November........ 80.0 
Mpa. Seki Ses 8 6.6 December........ 90.0 

1946 January.......... 126.0 
1Includes some re-exports aNegligible 


Table 2: Exports of Food and Other Commodities! 
in 1945 by UNRRA 
Source: Department of Commerce 
Thousands of Dollars 


Total exports kecgeeeticgs 36,316 


Food acta 4,301 

Other exports........... 3,232 
Per cent of food to total 

exports: «6 fsjue) eee 57 


and do not include transfers of food from Army sup- 
plies abroad or from some government agencies. These 


1Except certain tropical products. Food imports, on a dollar basis, 
doubled between 1939 and 1944. 


transfers may well have been substantial. In any 
case, had Army food stock piles not existed abroad, 
shipments from this country would no doubt have 
been heavier. As it was, UNRRA shipments were 
12% of all United States exports during the fourth 
quarter of 1945, and consisted largely of food. 
The shipments of food might have been even greater, 
had not the Combined Food Board limited export of 
such scarce items as fats. 


IMPORTS AND AGREEMENTS 


Besides the tariffs on some food imports, quota ar- 
rangements provide for limited imports of such items 
as fish, whole milk, molasses and other products. Most 
quotas are the result of negotiations, but wheat flour 
and wheat imports were limited by presidential proc- 
lamation. The coffee import quota, now suspended, 
has been superseded by a subsidy to bring imports 
to the desired level. 


United States Foreign Trade in Selected Food 
Products as a Percentage of Domestic Production 
Source: Department of Agriculture 
Weight Basis 


AS PERCENTAGE OF ‘OF PRODUCTION 


1945 ~1946 


NET IMPORTS 


AS PERCENTAGE OF PRODUCTION 
ERAGE PREWAR FISCAL YEARS 


6.5 
0.4 05) 6 OB 05 07 
—_— GEE < = zed 
MEAT BUTTER CHEESE rile MEAT BUTTER CHEESE DRIED 
l 


w ALL OTHERS, 1904-1900 AVERAGE, vskitie, Scpbeee a hese 

Other important food imports include bananas, co- 
coa, and tea. Restrictions on imports of these com- 
modities take the form of shipping scarcity, of short- 
ages in supply, and tariffs. 

Some imports await special trade agreements. Im- 
porters report that some Danish and Dutch food ex- 
ports will soon flow to the United States, perhaps 
within a few months. These countries, and others, are 
eager to export manufactured foodstuffs here since it 
makes possible the acquisition of dollar exchange, 
with which they can purchase durable goods. Export 
of raw foods is likely to be a predominant factor in the 
food picture in the next few months. 


Tueopore WHITMAN 
Division of Business Economics 
1Compared with domestic production. Imports of butter from 
Canada and Argentina, the major butter exporters to the United 


States in 1944, totaled 1.7 million pounds, a tenth of one per cent of 
United States production in that year. 
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TABLE 1: MANUFACTURERS’ ORDERS, SHIPMENTS AND INVENTORIES 
Source: Department of Commerce 
Index Numbers, 1939=100 


1946 


Item 
January 
SVUPTICONION Sh slgicl Li ctSie Gta l Hae ake alain dem lekars 165.7 
EYVEEADIG PO0U08S 5 cin msxrgdecuerss eas Sits © 172.8 
Automobiles and equipment............ 180.2 
Tron and steel and products............. 117.5 
Nonferrous metals and products......... 131.2 
Electrical machinery.................-. 264.0 
Other machinery...................5-- 211.1 
Transportation equipment.............. 615.8 
Nondurable goods.............00.00ee00- 159.6 
Chemicals and allied products........... 163.9 
Food and kindred products............. 173.2 
Paper and allied products.............. 159.3 
Petroleum refining..................5.- 113.3 
Textile-mill products..................- 134.8 
ETT HILERIRS eater, 2 5)s53oicks refers vio ete ores. 0 gers 185 
Marable good ste vistas ciate ee heeee ct eee 170. 
Automobiles and equipment............ 71 
Tron and steel and products............. 152 |r 188 
Nonferrous metals and products......... 171 |r 185 
Electrical machinery.................-. 145 |r 296 
Other machinery..................005. 251 |r 231 
Transportation equipment.............. 493 |r 544 
Nondurable goods ...00%000 669% 605.05. 0: 196 |r 194 
Chemicals and allied products........... 203 |r 190 
Food and kindred products............. 219 |r 224 
Paper and allied products.............. 189 |r 165 
Petroleum and coal products............ 167 | ri 176 
Textile-mill products................05. 174 |r 167 
Icy UG ee ene een Ne 183 |r 181 
MeemEe POOUS on. «sais mecca sok «Semmens 175 |r 170 
Tron and steel products................- 184 |r 176 
Electrical machinery................... 294 |r 287 
Githermachinery?: .........5.!.0c00008 172 |r 164 
Nondurable goods..............2.00e000: 188 |r 188 


aValue of orders canceled exceeded new orders received 


Orders Rise 
as Shipments Fall 


HE INDEX of manufacturers’ shipments in 

January was 5% below the previous month. The 
gain of 1% in the shipments of nondurable goods was 
more than offset by declines in all of the major dur- 
able goods industries—the latter index being 13% 
below that of December. 

A primary factor in shipment declines of the dur- 
able goods industries was the series of strikes in the 
metal industries. Electrical machinery led the decline 
with a drop of 50% in the value of goods delivered. 
Cessation of war demands, however, was the main 
reason for the 9% decline in shipments of transporta- 
tion equipment other than that of the automobile 
industry. 

After a sharp drop in December deliveries, the 
paper industry increased shipments by 15% during 
January. Other significant gains were reported by the 


Percentage Change 
December, | January, 
November | October | September 1945, to Jan-/1945, to Jan- 
uary, 1946 | uary, 1946 
7166.5 165.6 164.6 +0.7 -0.7 
r177.4 181.7 184.7 +0.5 -8.9 
175.3 177.9 173 .2 +2.0 21.0 
7124.0 123.0 123.3 -1.3 -0.3 
7134.1 136.3 145.6 —-4.8 -9.5 
7282.3 290.4 299.1 +5.4 -16.7 
7208.7 206.1 209.2 +1.0 -3.1 
7686 .7 792.1 819.1 -0.8 22.4 
7157.0 151.5 147.1 +1.0 +8.6 
7162.2 161.2 159.9 0.6 +7.8 
7177.1 164.5 158.0 2.8 +5.4 
150.7 148.3 144.9 +1.0 +20.9 
113.6 M127 109.1 +0.9 +4.8 
7127.6 Peri 115.5 +4.1 +8.9 
r 202 204 210 -5 —29 
r 200 203 216 -13 -52 
119 102 118 -29 -74 
184 182 194 -19 -37 
192 167 157 -8 -88 
285 288 305 -51 -67 
r 232 256 254 +9 -35 
r 529 592 796 -9 = tif 
204 205 206 +1 0 
r 201 192 199 +7 -3 
r 280 236 241 —% +3 
183 178 183 +15 +11 
165 153 183 -5 -9 
165 167 167 +4 -l 
r 183 180 166 +1 -19 
171 160 121 +3 —34 
181 176 119 +5 32 
239 178 110 +2 —21 
r 161 147 112 +5 42 
r 191 193 194 0 —7 
rRevised 


Table 2: Estimated Value of Business Inventories 
Source: Department of Commerce 
Billions of Dollars 


1946 1945 Per Cent Change 


Classification Decem- | January, 
January |December Fda January Saigo saeciets 
ary, 1946| 1946 

Manufacturers..| 16.5 |7 16.4 ]}7r16.6 | 16.6] +0.6] -0.6 

Retailers........ 6.4 6.1 6.7 5.9 | +4.9 | 48.5 

Wholesalers... . . 4.3 4.3 4.2 4.0 0.0} +7.5 

ois 1 ee ee 97.1 | 726.7 \r 27.6 26.5 | +1.5 | +2.3 
rRevised 


chemical and textile industries. Following cessation 
of hostilities, shipments of the chemical industry de- 
clined in the latter half of 1945. During that period 
the changeover to peacetime production was largely 
completed. The rise in value of January deliveries re- 
flects the enormous pent-up demand for the peace- 
time products of the industry. 

In the nondurable goods group only some of the 
industries participated in the increase. Industrial 
disputes in meat packing were largely responsible 
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New Orders, Shipments, and 
Inventories 
Source: Department of Commerce 
Index Numbers, 1939=100 


Manufacturers’ 


y 
“¥ NEW ORDERS 


a 


1939 1940 1941 1942 1943 1944 1945 1946 


for the decline in shipments of the food group. As a 
by-product of the work stoppage in the steel industry, 
shipments of the coke and coal-products industries 
declined about 12%, thereby reducing the value of 
shipments of the fuel group. 

Both durable and nondurable goods industries in- 
creased their inventory holdings during the month. 
Within each of the groups, however, there were mixed 
movements. The iron and steel and nonferrous met- 
als industries as well as the transportation equipment 
industry liquidated inventories slightly during the 
month. While increases characterized the remaining 
durable goods industries, the outstanding accumula- 
tion occurred in the electrical machinery industry. 
The lack of some parts and supplies to complete 
assembly of final units was a factor in the rise in the 
inventory value of this industry. 

The liquidation of inventories of goods in process 
which had followed the end of the war was halted 
in January. This probably indicates that the disposal 
of war inventories has largely been completed, and 
that inventories in the hands of manufacturers are 
almost entirely suitable for civilian production. About 
three fourths of the total increase in manufacturers’ 
stocks occurred in goods-in-process inventories. The 
bulk of the remainder of the increase was in stocks 
of raw materials. 

During January the net volume of new orders re- 
ceived by manufacturers increased nearly $400 mil- 
lion, but the seasonally adjusted increase was only 1% 
above that of December. The increase is attributable 
to the demand for products of the durable goods in- 
dustries, since new orders for the nondurable goods 
industries remained the same as in December. Within 
the nondurable goods group, however, there were out- 
standing increases in the demand for chemical and 
textile products. 


Anita R. Koprison 
Division of Business Economics 
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Cigarette Makers Seek 
Price Rise 


IGARETTE manufacturers are seeking price re- 

lief from the OPA in order to widen profit mar- 
gins shrunk by wartime cost increases. Leading brand 
manufacturers assert that an increase of 50 cents per 
thousand or one cent per pack would be the mini- 
mum price rise which would enable them to restore 
profit margins. Unless this relief is forthcoming, high- 
cost inventories, more competitive advertising and 
other factors would tend to prevent the larger com- 
panies from benefiting from peacetime conditions. 


Consumption of Small Cigarettes and Large 
Cigars 

Sources: Department of the Treasury; Bureau of Internal Revenue 

40 


SMALL CIGARETTES 


LLIONS OF UNITS) 


20 


LARGE CIGARS 


(HUNDRED MILLIONS OF UNITS) 


1915 1925 1935 1945 1941 1942 1943 1944 1945 1946 

During the war years, higher sales volumes com- 
pensated for higher production costs. It does not 
seem likely that cigarette consumption will expand 
much further, but meanwhile raw material costs are 
increasing. Although cigarette consumption rose 12% 
in 1945 over 1944, and 26% from January, 1945, to 
January, 1946 (see chart), the industry does not ex- 
pect any general increase in the postwar period, even 
though big-name producers are directing sales efforts 
to the virtually untouched market of nonsmoking 
women in the middle west. Manufacturers believe 
that over-all stabilization of consumption will be the 
most influential factor in cost control. 

Price relationships are reported to be responsible 
for the failure of manufacturers to refill dwindling 
tobacco inventory supplies. Normally, companies 
may have as much as a three-year supply on hand, 
but current estimates place inventories at only a year 
and a half’s supply. The value of flue-cured leaf to- 
bacco held by manufacturers at the end of 1945 was 
approximately twice the 1940 figure. The price of 
the tobacco has, however, more than doubled. E. H. 


Selected Business Indicators 


(Annual Statistics Appear in “The Economic Almanac 1945-46,” Page 156) 


Item 


Industrial Production 
Pival (BEES) US) occtrccots cols vie cme a. 
Manufacturing (FRB) (S)........ 
Durable goods (FRB) (S)....... 
NIL Gel etree a cctoe ah on es s10 caer 
Pighirano, selective: oats 
Copper (refined).............. 
ead! (refined cir sch nie oe eas 
PIMCGIAD). sere ais Cone ons 
Glass containers.............. 


Machinery (FRB)...... TAGES 
Transportation equip. (FRB). . 
PAULOMODIUCS... 32 cere s Seis soe 


REQUEOW®: rote actrees coe come w cae 


BRAVON! VAIN Mote sisistsiiseisie 
Food prod., mfd. (FRB) (S).... 
Chemicals (FRB) (S)......... 
Newsprint, North American... 
LENS EE 2S RSC ORI 
Paper bOasd sae ts fe fe cle « are c< 
Boots and shoes®.............. 
Cigarettes (small)*............ 
Wong (RRB) (8) ..0. 66. .-20-- 
Bituminous coal.............. 
[SOLED TOLER AE ane eg 70 EOE 
Crude petroleum‘............. 
Mlectric poweP?s.., 2. o.8. se 08. sa. 
Seanatruction® 25,0. 2a. tess. Saieie 
Heavy engineering—Public’........ 
Heavy engineering—Private’....... 


Distribution and Trade 
(arloadings, total’. 0.5... 5026.%5.. 
Carloadings, miscellaneous®......... 
Retail trade (NICB) (S)........... 
Department store sales (S)......... 
Variety store sales (S)............. 
Rural retail trade (S).............. 
Grocery chain store sales (S)8....... 
Magazine advertising linage........ 


Commodity Prices 
All commodities (BLS)............ 
Eee TAA LETIBIS TS ,0-«-n:0.0, 018) «:a0e, Sienenrss 


Sensitive industrial (NICB)®........ 
Sensitive farm (NICB)®............ 
Retail prices 
Securities 
Total stock prices(Standard & Poor’s) 
Industrials 


Terre eee ee ee 


OLAS nes Rae paler eas 
Total no. shares traded N.Y. Stock Ex. 
Corporate bond yields (Moody’s). . . 

Financial Indicators 
Bank debits, outside New York City® 
New capital corporate issues........ 
Refunding issues.................. 
Comm.., industrial and agric. loans’. . 
National income payments......... 


Unit 


1935-39 = 100 

1935-39 = 100 

1935-39 = 100 

000 net tons 

000 net tons 

net tons 

net tons 

net tons 

000 gross 

million bd. ft. 

000 dollars 

1935-39 = 100 

1935-39 = 100 

units 

1935-39 = 100 
ales 


million pounds 
million pounds 


1935-39 = 100 
1935-39 = 100 
short tons 

% of capacity 
% of capacity 
thous. of pairs 
millions 
1935-39 = 100 
000 net tons 
000 net tons 
000 barrels 
million kwh 
000 dollars 
000 dollars 
000 dollars 


thousand cars 
thousand cars 
1935-39 = 100 
1935-39 = 100 
1935-89 =100 
1929-31 =100 
1935-39 = 100 
thous. of lines 


1926=100 
1926 =100 
1926 =100 
1926 = 100 
1926 = 100 
1926 =100 
1929=100 
1929=100 
1935-39=100 


1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
thousands 

per cent 


million dollars 


000 dollars 
000 dollars 


million dollars 
million dollars 


Money in circulation, end of month.|} million dollars |} p 27,941 


SAdjusted for season variation 
data prior to 1944 = ‘Average dai 
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Chronicle of Business 


February 


23 Steel fabricators and small steel mills ask price adjust- 
ment aid. Porter says OPA will hold present price line 
until inflation no longer threatens. 


24 Doughton says high excise taxes are expected to last at 
least through 1946. 


25 OPA eases restrictions on high-grade woolen cloth to 
increase supply of men’s suits. WAC to offer nearly 
20 million yards of cotton apparel fabric for sale. 


26 Krug named Secretary of the Interior. Wage Stabiliza- 
tion Board approves hourly wage rises of 18 cents in 
shipbuilding and 16 cents in the meat-packing indus- 
try; retail meat prices to rise 1.5%. 


27 Bowles and Snyder dispute Eccles’ estimate of 10% rise 
in living costs under wage-price policy; Bowles says 
not more than 5%. Small says steel mills will need 
five weeks to reach full production. 


28 Steel fact-finding board supports 18.5 cent pay rise and 
says strike did not violate contract. 


March 


1 OPA announces new steel prices, with $5 a ton average 
rise to average price of $65.92 a ton. President asks 
limit of $3,250 million on foreign loans, excluding $3,750 
million British loan now before Congress. Famine 
Emergency Committee asks 25% cut in nation’s wheat 
consumption and saving of food, oils and fats. Tru- 
man urges House to approve subsidies for building 
material producers and ceilings on all buildings. 


2 Lewis files thirty-day notice of soft coal strike and asks 
reopening of contract. Four major rubber companies 
and CIO agree on 18.5 cent wage increase. 


3 General Motors rejects arbitration proposal and suggests 
strikers vote on return to work. 


4. Truman says 18.5 cent wage rise applies only to basic 
steel industry, not fabricators. Prices raised on grain 
except rye; eventual result less meat, eggs and milk. 


5 Crude oil producers’ ceiling to be raised 10 cents a barrel 
in last half of March; no change in retail petroleum 
product prices. 


6 Progressive railroad strike set to begin March 11. De- 
troit asks president to intervene in GM strike, as city 
economic life is seriously affected. Civilian Produc- 
tion Administration tightens preference rating sys- 
tem for cotton textiles to assure their use in shirts and 
shorts. 


7 CPA tightens inventory controls on copper products 
and cotton yarns. Telephone strike averted with 
17.6 cents an hour rise for 150,000 Bell System workers, 
Senate Small Business Committee says there must be 
substantial increases in copper, lead and zinc prices, 
or premiums must be continued. Association of Ameri- 
can Railroads official states rail freight rates must be 
raised 87% to meet cost of union wage demands. 
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Price control removed from electric bulbs and musical 
instruments, except radios and phonographs. 


8 President appoints railroad fact-finding board; strike 
postponed at least 30 days, pending board’s report. 
OPA authorizes cotton teztile price rises to speéd low- 
cost clothing output; consumers to pay most of in- 
crease. President signs bill for disposal of $17 billion 
surplus merchant ships. 


9 Many small steel fabricating plants close; blame ceiling 
prices. 


10 Bowles issues regulations for new wage-price policy. 
OPA revises manufacturers’ prices on men’s and boys’ 
tailored clothing to move woolen and worsted clothing 
to retailers. 


11 Wyatt says commercial construction will soon be sharply 
restricted in favor of housing. OPA allows Chrysler, 
Ford and Hudson adjustable ceilings on automobiles. 
Second-quarter industrial sugar quota up 10%. Higher 
meat ceilings become effective. 


12 Two major communications companies omit dividends; 
government wage-price policy cited as cause. OPA 
grants 4% price rise on steel castings and railroad 
specialties. 


13 General Electric strike ends with 18.5 cent wage rise. 
GM and UAW reach wage agreement, subject to rati- 
fication by local unions. Bowles orders uniform and 
higher margins for cotton futures trading. OPA al- 
lows 10% price rise on builders’ hardware and re- 
lated items. 


14 CPA asks 2 million additional tons of iron and steel 
scrap within six months for housing and consumer 
goods. 


15 Pig iron prices raised 75 cents a ton. Bread weight cut 
without price reduction. Wallace disavows Department 
of Commerce forecast that automobile makers could 
raise wages and make good profits without price in- 
creases. Most new small-volume makers of consumer 
goods to get lower ceilings than those now in effect for 
small-volume firms, says OPA. CPA and OPA act to 
step up output of prefabricated houses by priorities in 
building materials and 20% average rise in soft ply- 
wood prices. Sleeping car curbs end. 


17 American Iron and Steel Institute reveals steel industry 
plans for 1946 expenditure of $327 million for equip- 
ment and facilities. Industry Survey finds office 
machine makers the only key industry up to recon- 
version schedule. 


18 Residual fuel oil ceilings raised. Export curbs put on 
several steel products vital to housing. Soft coal mine 
operators ask standard 40-hour week instead of pres- 
ent 35. 


19 Coffee subsidy extended to June 30. Soft coal miners’ 
and operators’ committee starts contract negotiations; 
demands of miners not specific. 
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Survey of Business Practices 
ee ee 


Industry Weighs New Wage-Price Policy 


IRTUALLY no favorable comments on the gov- 

ernment’s new wage-price policy are to be found 
in replies to this month’s survey of business practices. 
Executives generally believe that the policy is delay- 
ing production, hampering reconversion, and placing 
a serious strain on the economy. The policy is also 
characterized as impractical, complicated, confused, 
unnecessary and unworkable. Other similar adjectives 
could be listed. 

A typical opinion is that instead of controlling in- 
flation, the policy “is in itself inflationary. By creat- 
ing uncertainty and confusion, and requiring pro- 
longed government procedure in order to establish 
wage and price schedules, it tends to delay produc- 
tion.” Similarly, another executive believes that “it 
establishes a squeeze which will be extremely preju- 
dicial to production and the reasonably profitable 
conduct of business unless the same liberality which 
the government has exhibited in advocating and en- 
couraging wage increases is applied either as a blanket 
measure or upon specific applications for the increase 
of prices.” 

Sometimes referred to as a wage policy instead of 
a wage-price policy, businessmen observe that prices 
must be related to costs and that costs cannot con- 
tinue to rise sharply without necessitating marked 
upward revisions in prices. It is also regarded by 
some as an attempt to regulate profits. 


LABOR COSTS 


There was general agreement that the policy will 
result in further production-cost increases, although 
the extent of such increases frequently cannot be 
estimated. While the size of any future wage in- 
creases cannot be precisely determined, recent ad- 
vances, particularly in the steel industry, are regarded 
as reasonable forecasts for the trend in other indus- 
tries, notwithstanding an official statement that the 
18.5-cent steel settlement did not establish a general 
pattern. A textile manufacturer, for example, believes 
that “wage increases in basic industries will spread to 
all manufacturing costs so that we may anticipate 
shortly an increase of 15% to 20% in the cost of all 
products. Such an increase will be reflected in ap- 
proximately the same increase in selling prices, in 
spite of any efforts by the government to control 
prices.” 

It should be noted that manufacturers whose 
plants are located in predominantly steel areas find 


themselves “obligated to pay the increases that have 
been established in the steel industry” if they want 
to retain their personnel. 


MATERIAL COSTS 


Even more difficult to measure is the effect of wage 
increases on prices of raw materials and supplies. Ex- 
ecutives, recognizing that the immediate effect on pro- 
duction costs of any wage increases will vary in propor- 
tion to the amount of direct labor required in the 
finished product, point out that any estimate of the 
effect of the program on prices must consider the 
cumulative impact of wage increases on prices of ma- 
terials and supplies. Thus, the head of a building 
materials company, stating that the policy will have 
no immediate effect on labor costs since a new union 
agreement has just been signed, observes that costs 
will be increased “to the extent that price ceilings are 
raised on various commodities which we must pur- 
chase. We anticipate that a price advance in coal, 
which now seems inevitable, and later in this year an 
advance in freight rates will affect us most seriously, 
and, added to the effect of our recent wage advance, 
make it absolutely necessary that we secure an in- 
crease in price.” 


PRODUCTIVITY 


In addition to higher material and labor costs, 
many manufacturers find that production costs have 
been increased through reduced productivity. De- 
clines of up to 30% from prewar years are reported, 
although in some cases it is stated that improvement 
is becoming evident. If improvement continues, the 
adverse impact of rising material and wage costs will 
obviously be lessened. An executive in a leading pe- 
troleum company takes an optimistic view of this 
situation. Observing that the immediate effect of the 
new policy will be to increase costs, he goes on to 
predict that “as soon as possible, industry will set in 
motion plans for reducing unit labor costs. Time will 
be required to consummate such plans but for most 
industries the plans will be carried out and unit labor 
costs will be reduced to a level as low as, or lower 
than, the levels which prevailed before the wage in- 
creases were made effective, profits during this period 
rising to approach long-time average levels. This is 
the history of our economy and the basis for a rising 
standard of material welfare. We expect that what 
has been done in the past will be done again.” 
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In this connection, one executive believes that the 
policy tends to affect the efficient producer more 
adversely than the inefficient producer. He argues 
that the efficient producer, who has always held costs 
to as low a level as possible, now has less opportunity 
to cut costs than the inefficient operator. 


PRICE RELIEF REQUIRED 


The extent of price relief which producers might 
require will vary considerably from industry to indus- 
try and commodity to commodity. Most of the esti- 
mates of needed price increases fall between 10% and 
15%, with a few as high as 20%. The average is about 
12%. If the steel case sets a precedent, a foundry 
company estimates that it should have about 12% 
added to present prices, “not including anything we 
may pay by way of retroactivity. We will need an 
additional 3% to cover increases to so-called white- 
collar workers, which include office and supervisory 
staff, based on a cost of living increase of $32 a 
month, which is roughly what every workman will 
receive based on 18.5 cents an hour. Then we will 
require an unknown percentage increase, probably 3% 
to 5%, to cover increased cost of materials from our 
vendors.” 

Many executives believe that price increases of 
10% to 15% would have little or no immediate effect 
on demand. Instead, they are confident that produc- 
tion would be stimulated which, in turn, would 
shorten the time until real competition could take 
over the control of prices. 

Some companies observe that they could absorb 
certain additional cost increases if production could 
be stepped up. They find price controls, however, 
hampering production. According to an electrical 
equipment manufacturer, “unsatisfactory price ceil- 
ings have seriously delayed and curtailed the produc- 
tion of component parts in suppliers’ plants.” 


PRODUCTION AND DEMAND 


A number of other examples are reported where the 
production of certain products has been greatly cur- 
tailed or discontinued because of price control, and it 
is feared that the new wage-price policy may accel- 
erate this trend. An automotive equipment manu- 
facturer reports difficulty in obtaining cotton buffs 
which are required for polishing and plating opera- 
tions, because cotton manufacturers “turned their 
activities to making items on which they could make 
a profit.” He cites copper and lead as other examples, 
stating that “when the subsidies were removed on 
these items, production decreased to such an extent 
that the material is not available.” 

An electrical equipment manufacturer is “faced 
with an almost impossible situation on wood radio 
cabinets, and not 5% of the industry’s requirements 
are being made because the wood available can go 
into furniture at much more satisfactory prices. Cer- 


tain narrow widths of aluminum sheet are not being 
made because of low prices, whereas the wider varia- 
tions are being made, but these will not do for gang 
condensers, and, when we have to use this material, 
the time and skill required of people is excessive to 
align the condensers and make them workable so that 
the cost practically doubles and the business is unat- 
tractive to the gang condenser manufacturers. This is 
true also for No. 42 copper wire for winding trans- 
formers and other parts in radio sets.” 

Manufacturers also report instances where products 
are being redesigned or changed in order to obtain 
new price ceilings which yield a better return than 
those in effect on old products. “Practically all indus- 
tries are advancing their prices by means of redesign- 
ing their products,’ states a shoe manufacturer, 
“and obtaining OPA approval on a comparative basis. 
In the shoe industry this causes a substantial, added 
cost in die and pattern expense.” In connection with 
this effect of price control, an industrial machinery 
maker comments: “The farce of the whole thing is 
that by the subterfuge of new products, new packag- 
ing, new blends, and new designs, aided by OPA with 
a conceded new price scale, the public is being 
bunked.” 


PROFITS 


Manufacturers fear that needed adjustments in 
ceilings will be inadequate and will lag far behind the 
increases in costs, with the result that profit margins 
will be further squeezed. A number of cases where 
operations at present ceilings are in the red were cited 
and other concerns fear that they will find themselves 
in this unfavorable position under the new policy. A 
railroad equipment manufacturer reports that “oper- 
ations, without giving effect to tax adjustments, were 
in the red for the last quarter of last year due to 
price ceilings being altogether too low. We were al- 
lowed a moderate increase in prices which actually 
became effective in the month of January, 1946, on 
some of our products. We made a small profit in that 
month. With the wage increases which have resulted 
and are going to result from the government’s posi- 
tion with respect to wages, we will be in the red again 
unless we get price relief. What that price relief will 
be, we haven’t any idea.” 

Another example is provided by a hardware manu- 
facturer whose reconversion is being seriously delayed 
because of a current operating loss. Consequently, 
the company is “reluctant to increase production or 
return to the production of items that have been dis- 
continued during the war without some price relief.” 

A number of the executives cooperating in this sur- 
vey gave their opinions on the general effect of price 
control and the new policy on the industry which 
they represent. A bearing manufacturer believes that 
if controls were lifted the average increase in prices 
would not be much over 15%. Production, however, 
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would be materially increased. A great deal of busi- 
ness is in decline and the anticipated volume has not 
been realized. 


Prices Lag 


A ceramics manufacturer reports an increase of 
about 40% in the industry’s unit costs from Pearl 
Harbor to January 1, 1946, while the weighted aver- 
age increase in price ceilings was no greater than 5%. 
“The situation confronting the ceramics industry,” 
he points out, “is so serious that under existing condi- 
tions manufacturers simply cannot produce many 
of the essential items, particularly with respect to 
products vitally needed in the building industry, 
until the Office of Price Administration takes a realis- 
tic view of the situation and grants the relief neces- 
sary to allow manufacturers to receive at least their 
costs.” 

As is true for some other industries, the lumber 
industry of the Douglas fir region in western Wash- 
ington and Oregon had a low profit margin during 
the base period of 1936 to 1939, according to a mem- 
ber of that industry. Consequently, the use of this 
base period is opposed. Prior to the granting of a 
wage increase of 15 cents an hour last fall, industrial 
records showed “that 25% of the industry was in a 
loss position. Records now show that as much as 
35% of the industry will be in such a position.” De- 
mands for further wage increases are being made. 

A petroleum company executive reports as follows: 
“In regard to the new wage-price policy, the possible 
effects on the oil industry are that it will result in an 
increase in the price ceilings of certain petroleum 
products or may result in a complete elimination of 
price ceilings for the oil industry. In regard to the 
latter, it has been demonstrated to the authorities 
in Washington that the industry has surplus capacity 
to produce, refine and transport petroleum to meet 
unrestricted demands not only in the United States 
but world wide. It is the contention of the industry 
that in these circumstances price controls should not 
be maintained and that, if they are maintained, they 
will only result in dislocations within the industry.” 


Steel Price Rise 


There is some difference of opinion as to the ade- 
quacy of the price relief granted the steel industry. 
One producer reports a marked deficit between the 
new price and the new cost for steel sheets. On the 
other hand, another leading producer believes that 
“the price increase will just about offset the wage 
increase and other increases in cost which we know 
will take place because of wage increases given in 
other industries; consequently, we are operating on 
the same basis we were before, except on a higher 
level.” 

Some other effects of the policy which executives 
look for are an increase in costs to a level which will 


make it difficult in many instances to compete in the 
export market. One such case is a metal manufac- 
turing company which reports that it is being forced 
to price itself out of the export field “as against the 


competition from Europe which is commencing to 


make itself evidenced.” An automotive equipment 
manufacturer points out that an 18.5-cent per hour 
increase for all its workers will throw out of balance 
the traditional differences in compensation for various 
skills. Another manufacturer fears that small busi- 
nesses and medium-sized businesses will be particu- 
larly hard hit. 


INDUSTRY’S PROPOSALS 


Criticism is directed against the price policy as such 
and also against its administration by the OPA in the 
past. The necessity of agreeing to wage increases in 
advance of any knowledge of the extent of price re- 
lief is a major source of irritation. “What is required,” 
says one manufacturer, “is more flexibility in price 
control so as to provide price adjustments as costs go 
up in order to permit reasonable profit margins.” 
Speedier action in announcing decisions by the OPA 
is also urged. In addition to the uncertainty as to 
price relief, some manufacturers comment on the new 
uncertainty of determining or ascertaining the wage 
pattern in any particular industry. Considerable time 
may be required before a wage pattern is established. 
Some manufacturers producing thousands of different 
items fear and object to price relief in the form of a 
straight percentage across the board. The proper re- 
pricing of items, it is contended, cannot be under- 
taken unless a company is given some freedom in 
application of the relief. 


For End of Controls 


The majority of executives believe that price con- 
trols should be eliminated. In some instances, excep- 
tions are made of food and rents. A fairly typical 
comment is the following, made by an industrial ma- 
chinery producer: “It seems to me that the only way 
to permit the production so badly needed is to re- 
move most price controls and allow competition to 
determine the right price. Such a method is to be 
deplored, but in the face of the high wages already 
granted I think it is the only policy which will permit 
increased production.” 

As opposed to this majority viewpoint, a machine 
tool executive believes “that price controls must be 
maintained at least for a limited time until produc- 
tion of durable goods gets well under way so that the 
possibility of an inflationary spiral is minimized.” 

Comments from cooperators grouped according to 
principal industry appear on pages 168-171. 


Henry E. Hansen 
Division of Business Practices 
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Hedging Against Inflation 
By Elliott V. Bell 
Superintendent of Banks of the State of New York 


SHALL deal with the banking and monetary as- 

pects of this question only, and those who are 
seeking an answer as to how they can protect their 
individual fortunes by hedging against inflation will 
find nothing of comfort or great interest in what I 
have to say. We have just finished a war that cost 
us well over $300 billion. We could not finance it by 
cash, obviously. In fact, the debt rose $230 billion. 
A good part of that debt was placed with the banks 
and, as a consequence, bank deposits rose $100 billion 
to about $165 billion. Bank deposits and currency 
today now come to nearly $200 billion, or about triple 
what they were before the war. That is inflation— 
enormous inflation of the money supply. 


A SERIOUS PROBLEM 


The problem before us at this moment is how we 
can halt a further monetization of the debt. That is, 
how to arrest the further purchase of government 
debt by the banks, which creates deposits, without 
precipitating a collapse of government bond prices or 
a severe rise in the cost of servicing the debt. 

I would like to run over briefly some of the factors 
that have created the present situation. In order to 
facilitate war financing, the Federal Reserve System 
threw open its reservoir of credit to the banks. The 
Federal Reserve banks established a 34% rate on 
bills on put and call. The commercial banks could 
take their Treasury bills to the Federal Reserve and 
sell them for 3g%, and at any time they could buy 
back similar amounts with corresponding maturities 
at the same price. On short-term governments matur- 
ing within a year, a preferential rate of one half of 
one per cent was established. The effect of that was 
to make short-term governments for the banks, in 
effect, interest-bearing cash. 

A point of view developed on the part of the banks 
over a period of time that governments were riskless 
assets regardless of maturity. The huge deficit of the 
war consequently was financed at declining rates of 
interest rather than at rising rates of interest. For 
example, between March, 1942, and V-J day, the yield 
on taxable bonds of seven to nine years dropped from 
1.82% to 1.59%. On fifteen-year bonds, the yield 
dropped from 2.43% to 2.36%. The price of six long- 
term bonds went up from 10114 to 101-25/82. 

The result of that whole operation was that the 

1Summary of an address delivered before a Round Table conference 


of Tae ConFerRENCE Boarp on this subject at the Waldorf-Astoria 
Hotel on March 21, 1946. 


banks began to reach out more and more for the 
longer maturities which carried a higher rate of in- 
terest. In the last eighteen months of the war, for 
example, the insured commercial banks showed al- 
most no change at all in their holdings of short-term 
governments; but their investments in Treasury bonds 
went up 60%. 


TRIPLE PLAY 


There developed a so-called triple play in govern- 
ments, whereby the banks put their short-term gov- 
ernments in the Federal Reserve and used the funds 
so obtained to buy long-term governments from non- 
bank holders who, in turn, subscribed to issues of gov- 
ernment bonds not eligible for purchase by commer- 
cial banks. Thus there was a tendency for more 
and more debt to go into the hands of the banks, 
resulting in increased deposits. And there was also a 
rather rapid upbidding of government bond prices. 

The yield on government bonds between early in 
1942 and V-J day showed a rather moderate decline. 
Subsequent to V-J day the decline was accelerated. 
For example, the yield on the seven-to-nine-year tax- 
able bonds, which had been 1.59% on V-J day, at the 
end of February was 1.28%; on the fifteen-year bonds 
the yield in that period had gone from 2.36% down 
to 2.10%. 

That triple play might have been excused while the 
war was on. But it is very unwise to allow the pat- 
tern to continue. You have seen a good deal of dis- 
cussion in the papers lately of proposals to put an 
end to this triple play in one way or another. It ag- 
gravates the dangers and potentialities of inflation 
by permitting a further and further monetization of 
the debt. In addition, it leads, of course, to a constant 
cheapening of money rates, with all the problems a 
falling rate of interest creates. 

In the commercial banks, there is a great deal of 
uncertainty. They have been hearing stories that 
from now on all they are going to get from the Treas- 
ury is 7% certificates. They keep reaching out for 
bonds, therefore, to try to hold up their average, for 
if the banks are to get nothing but 7% certificates 
in the future, that will create a very severe dent in 
their earnings. At present, for example, the state- 
wide average yield here in New York State on govy- 
ernments held by the banks is 1.28%, the yield for 
the New York City banks being 1.25% and that for 
the upstate banks, 1.47%. But if the yield on their 
government securities were cut to 7%, the net cur- 
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rent operating earnings of the upstate banks in New 
York would be reduced from 9.49% last year to 
3.78%. 

So it would mean a great deal to the banks. More- 
over, the commercial banks, as is not often realized, 
have very large thrift deposits, almost twice as large 
as the deposits in mutual savings banks. In some of 
our smaller banks upstate, thrift deposits amount to 
as much as 60% of all their deposits. It is hardly nec- 
essary to point out how difficult is the problem cre- 
ated for savings banks and insurance companies by 
the declining rate of interest. 

From the standpoint of supervisory officials, the 
situation causes a good deal of concern, because one 
of our big problems is to see that bank capital some- 
how or other is increased in a degree that is commen- 
surate with the great increase of deposits that has 
taken place. At present, the ratio of capital to de- 
posits of all the insured commercial banks of the coun- 
try is not much better than 6%, as against the tradi- 
tional 10%. So that if the Treasury permits a condi- 
tion to continue which encourages an expansion of 
bank deposits while adversely affecting bank earn- 
ings, it will not be possible to build up these capital 
ratios. Then we may have to see a limitation of bank 
dividends and an increase in service charges. Such 
a situation would tend to weaken the banking system. 


SELTZER PLAN 


There have been a number of plans proposed for 
meeting this situation. The one that has had most 
notice is the Seltzer plan, which was advanced by 
Lawrence H. Seltzer, Professor of Economics at 
Wayne University. That plan would tie the bank’s 
holdings of government securities directly to its de- 
posits. First, every bank with deposits of more than, 
say, $1 million would be required by Congress to 
maintain reserve certificates equal to stated portions 
of its deposit liabilities—such as, for example, 65%— 
in addition to other reserves required to be main- 
tained by federal or state regulations. These reserve 
certificates would bear interest, let’s say, at 1% and 
would be callable for exchange with like securities 
bearing a lower or higher rate of interest, or for final 
redemption at any time upon four months’ notice. 
The reserve certificates would be payable on the de- 
mand of any bank. Congress, according to the plan, 
might establish limits within which the Federal. Re- 
serve might from time to time set the percentage of 
reserve certificates required; and the rate of interest 
to be paid on these certificates would be fixed by 
Congress so as to avoid the criticism that the Treas- 
ury or the Federal Reserve had set the rate too high 
or too low. 

There are a number of objections that may be made 
to this plan. For one thing, it puts the commercial 
banks with thrift deposits at considerable disadvan- 


tage, because they need to earn better than that 1%. 
It involves imposing upon the banks a very rigid 
pattern that would be disturbing to their customer 
relationships. It would reduce the earning power of 
the banks, jeopardizing their capital position. It 
would tend to weaken the dual banking system by 
tying the banks in still more strongly under the con- 
trol of the federal authorities. 

But all these considerations are very minor, com- 
pared with the fact that such a plan would entail a 
multiple expansion or contraction of deposits. Let us 
suppose that bank deposits were increased $100 as a 
result of a bank loan or investment. Then $65 worth 
of reserve certificates would be required, and that 
would create $65 of new deposits because the $65 
would be paid into the Treasury for the certificates. 
The Treasury is not going to sit there indefinitely with 
money it does not use, paying interest on it. So pre- 
sumably the money would be spent and that would 
inevitably create a deposit. This new deposit, in turn, 
would require a reserve of 65%, or $42.20, in reserve 
certificates. This would create a new deposit of that 
amount which, in turn, would require a reserve of 
65%; and so on the process would continue until in 
the end the banks had purchased $186 of certificates 
and deposits would amount to $286. 

That is what would happen as. the result of a $100 
rise in bank deposits resulting from perhaps a com- 
mercial loan. Conceivably, the multiple effect could 
be very much greater because if the banks lacked re- 
serves and the Federal Reserve Bank supplied those 
reserves through purchases of securities from non- 
banking holders, this is what would happen: a $100 
increase in deposits created by bank loans or invest- 
ments would require $85 of open-market operations 
by the Federal Reserve to put the banks in funds 
with which to build up their necessary certificate re- 
serve plus ordinary reserves. That would result in $85 
of new commercial bank deposits which would, in 
turn, require another 85% of open-market operations 
to supply the necessary reserves, and so on, taking 
85% of 85% of 85% until the relationship between re- 
serves and deposits would be restored only when de- 
posits amounted to $667. This particular plan to cure 
inflation, as you can see, would have exactly the oppo- 
site effect. Of course it would have the corresponding 
multiple effect in reverse if bank deposits were re- 
duced through repayment of a loan or sale of an in- 
vestment. So I think that that plan must be pro- 
nounced unsuitable for the purposes for which it has 
been put forward. 


LELAND PLAN 


Dr. Simeon E. Leland, who is Professor of Govern- 
ment Finance at the University of Chicago and Chair- 
man of the Federal Reserve Bank of Chicago, in a 
recent address in Pittsburgh made two suggestions. 
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One was, in effect, the Seltzer plan. The other was 
that the government should borrow directly from the 
Federal Reserve banks. Further details of that plan 
call for government securities held by the banks to 
be eventually repaid out of funds borrowed from the 
Federal Reserve banks. As these bank holdings of 
governments were retired, the reserve requirements 
of the banks would be raised so as to absorb the funds 
paid out. As a means of helping the banks to meet 
their expenses, the reserve banks would pay interest 
on the required reserves. 

It seems to me that this is another case where in- 
genuity outruns common sense. The effect of the plan 
would be to make the banks helpless creatures of the 
federal authorities. And since the ultimate goal would 
be to have very high reserve ratios, approaching if 
not equaling those of the Seltzer plan, you would 
again get this fatal result of multiple deposit contrac- 
tion and expansion. 

Then, of course, there has been the suggestion of a 
simple freeze of the securities that the banks hold. 
My objection to this suggestion is that, first of all, it 
is a rigid, completely artificial proposal; and, second, 
it is a dangerous proposal because it could easily 
weaken the confidence of other holders of other gov- 
ernment bonds, particularly holders of Series-E bonds. 
If the E-bond holders should see a freeze of govern- 
ment bonds in the hands of the banks, bonds that 
were bought in good faith as negotiable instruments, 
the small bondholders may say to themselves: “Why 
can’t the government do the same thing to us? I’d 
better get out from under while the going is good.” 


VOLUNTARY COOPERATION 


You have also, of course, the sort of operation that 
has been done in Great Britain and in Canada where 
reliance has been placed on voluntary cooperation. In 
Great Britain, early in the war, an arrangement was 
worked out by the banks whereby the principal finan- 
cing done through the London Clearing House banks 
was by means of deposit receipts carrying 144% in- 
terest. Under that arrangement the London banks 
very greatly curtailed their purchases of long-term 
bonds; and, in fact, after 1942 tapered them off very 
considerably. Recently, the Treasury reduced that 
rate from 144% to 4%. 

In Canada, the Treasury followed a rather similar 
program, using the deposit receipt principle, but only 
recently did it tackle the problem of the banks reach- 
ing out for the long-term higher coupon issues. On 
February 27, the Canadian Government announced 
that an arrangement had been made whereby first of 
all the rate on the deposit certificates was reduced 
from 34% to 52%. An understanding was reached 
with the banks that they would restrict their invest- 
ments in government securities, other than bills and 
certificates, to 90% of their savings deposits. That 


happened after the yield on long-term government 
bonds had been driven down rather sharply by bank 
purchases. There was a further understanding there, 
entirely voluntary, that the banks would hold their 
earnings on the long-term governments down to rea- 
sonable levels. That understanding was not too 
clearly defined. But apparently there was sufficient 
mutual confidence between the Treasury and the 
banks to permit a voluntary arrangement to be 
adopted. 


PROPOSALS 


In this situation, it seems to me that the first essen- 
tial is to free the Federal Reserve System. The war 
is over. We are attempting to achieve reconversion 
to a sound peacetime economy. Accordingly, the fiscal 
policies which were appropriate to war should now 
be changed to those that are appropriate to the re- 
quirements of peace. To that end, it is imperative 
that the Federal Reserve System be released from its 
subservience to the Treasury, and that it take plain 
but moderate steps to regain control of credit. It 
should eliminate the preferential discount rate on gov- 
ernments maturing in one year. It should eliminate 
the 34% put and call on bills. Those are purely war- 
time measures, entirely too inflationary and have no 
place in the peacetime economy or in the proper oper- 
ations of a central bank. 


End Free Ride 


Then I think the Federal Reserve banks might well 
allow some gradual run-off in their government port- 
folio, thereby exercising a mildly tightening effect on 
credit. These measures are not drastic and they are 
not novel at all; but it seems to me that they might 
have a very considerable effect. They would be a sig- 
nal, so to speak, that the free ride is over. In that 
connection it must be borne in mind that the situa- 
tion that we face at this moment is, to a considerable 
extent, psychological. The banks have finally, many 
of them with much reluctance, come around to the 
point of view that governments are riskless and that 
this is a one-way market. All you would have to do 
is to get the notion bruited abroad that maybe it 
isn’t so, and I think a very large part of this problem 
would disappear overnight. 

The next major step, I think, should be to arrest 
further expansion of bank deposits. The great expan- 
sion of bank deposit money that has taken place con- 
stitutes the basic inflationary factor in our economy. 
Accordingly, the sensible thing is to avoid further 
increases, especially until such time as production has 
had an opportunity to catch up with the swollen 
means of payment. I am not advocating any drastic 
deflation of privately held bank deposits. I do think 
however, that there are some reasonable measures 
that could be prudently adopted. For example, the 
Treasury now holds about $24 billion in deposits in 
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commercial banks. This money should not be allowed 
to get into the hands of individuals, as would be the 
case if it were spent. These balances are government 
deposits. They are inactive, but if the Treasury 
spends them either for general purposes or to redeem 
government securities that are in the hands of the 
public, the deposits would pass over into the hands 
of the public and add to the money supply and to the 
inflationary potential. Instead, I think the govern- 
ment should extinguish these deposits by using them 
to retire government securities held by the banks. 


A Long-Term Tap Issue 


To meet the Treasury’s requirements for additional 
funds as it goes along, I would suggest a long-term 
tap issue carrying, say, 244% or perhaps even a trifle 
more, and that this issue should be sold to savings 
banks, insurance companies, and other noncommer- 
cial bank investors. In addition, commercial banks 
should be permitted to subscribe to these bonds in 
an amount directly proportionate to the expansion of 
their thrift deposits. That is, on increases in their 
thrift deposits over the present level, the commercial 
banks might be allowed to subscribe to this long-term, 
higher-coupon issue. In this way, institutions which 
are repositories of savings would have assurance of 
obtaining a reasonable amount of high-coupon govern- 
ments and would have no excuse for bidding up out- 
standing issues. In short, the tendency would be to 
put a ceiling on government bond prices. 


Voluntary Cooperation 


I also think that the banking institutions of the 
country should be asked to cooperate voluntarily in 
a program to arrest monetization of the debt. In 
effect, the banks should be asked to stand pat on their 
present holdings of medium and long-term govern- 
ments. I know that many people regard such a sug- 
gestion as Utopian and even naive. But the British 
and Canadian governments have found it possible to 
rely heavily on voluntary action. I am not prepared 
to believe, without proof, that our bankers are any 
less patriotic and intelligent than their British and 
Canadian counterparts. 

We have in New York, for example, 270 state- 
chartered commercial banks with resources of about 
$24 billion, and 131 savings bank with assets of over 
$9 billion. I am talking only about the state-chartered 
banks, but they represent nearly 20% of the banking 
resources of the country. I have some knowledge of 
the men who run these institutions. I know that they 
can be counted upon, if properly approached, to co- 
operate in meeting this problem with any sound pro- 
gram that makes sense and is clearly explained. Any- 
one who doubts that they would cooperate on that 
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basis greatly underestimates the patriotism and good 
sense of our bankers. In all events, it seems to me it 
would be far better to try to see what we could do 
in the way of voluntary action than to waste any 
more time blueprinting Rube Goldberg schemes for 
putting the banking system into a straitjacket. 


Easy Money Policy 

My next main point is that I think we should con- 
tinue an easy money policy. The measures I have 
suggested would probably result in some increase in 
the interest cost of the debt. I can see no reason to 
fly into a panic about that. It should be made clear 
that the Treasury and the Federal Reserve System 
are not abandoning an easy money policy; that they 
are merely administering some mild correctives to 
existing excesses. It should be strongly emphasized 
that any sharp fall in the price of governments would 
result in official support. 

Under the circumstances, I believe that the increase 
in the cost of carrying the debt would be very small. 
But suppose the average cost of the debt rose 44%. 
That would mean an increase of between $600 million 
and $700 million in the cost of debt service. This 
would surely not be an excessive sum to pay to curb 
inflation. We are paying far larger sums than that 
to conceal the effects of inflation. The Administration 
has been asking Congress for nearly that sum to con- 
ceal inflation in housing costs, and it is paying sub- 
sidy costs to conceal inflation in other commodities. 


WHAT SHOULD BE DONE 


To summarize, I would say we should eliminate the 
wartime rates for discount of short-term government: 
by the Federal Reserve, and we should let the Federal 
Reserve reassert its control of the money market. 
We should use the $24 billion of Treasury bank de- 
posits to retire government securities held by com- 
mercial banks. We should put on tap periodically a 
long-term Treasury bond for subscription by insti- 
tutions which are pools of bona fide savings as well 
as by individuals. We should enlist the cooperation of 
the banks in a program to stop the further monetiza- 
tion of the debt. 

And, above all, we should end this corrosive uncer- 
tainty about the country’s debt policy. We should 
make it plain that we are not going to abandon an 
easy money policy, but we should make it equally 
clear that we do not propose to carry that policy to 
totally absurd, destructive lengths. 

These suggestions have none of the appeal of nov- 
elty. They are reasonable and understandable; they 
are practical, they involve a minimum of risk. I would 
not try to undertake them all overnight. I would ad- 
vance one step at a time, testing the firmness of the 
ground under each step before I took the next one. 
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Profits in War and Peace 


ATA recently released by the Treasury Depart- 
D ment! make available for the first time finan- 
cial operating results of all corporations in the United 
States for the year 1943. Heretofore, the only infor- 
mation available was sample data or estimates based 
upon sample data. With the release of this material 
an opportunity is afforded to assess the impact of the 
war upon American corporations.” 

Corporate receipts from all sources totaled $248 
billion in 1943. This figure includes not only re- 
ceipts from sales but also from any income-earning 
asset a corporation may hold, such as rent on its 
property, interest on its holdings of governmental and 
corporate securities, as well as any net gain on the 
sale of capital or other assets. Dividends received 
from domestic corporations have been excluded from 
the above figure in order to avoid duplication. There 
is no deduction from the $248 billion of receipts of 
any of the expenses involved in earning the gross re- 


Table 1: All Corporate Returns! 


Ratio of Net Income Percentage Points 


after Taxes to Total 
Compiled Receipts above Year Before 
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includes income and deficit returns 


ceipts; it is simply the sum of the money income of 
all corporations. 

Total receipts of all corporations in 1943, as can be 
seen in Table 3, were nearly double the $131 billion re- 
ceived by all corporations in 1939; they were slightly 
more than three times the $82 billion earned in the 
depressed year of 1932. 

The increase in corporate receipts is placed in per- 
spective by an examination of increases in other over- 
all measures of business activity. Gross national prod- 


1Press Release No. V-229. 

*The assessment must, of necessity, be tentative until more de- 
tailed information is made available. The final word cannot be said, 

robably, until several years after the war when all renegotiation 
es been settled and all tax refunds made. War costs which cannot 
be known precisely until the war is over must also be considered. 


uct, the most inclusive measure, more than doubled 
during this period. National income also more than 
doubled. The Federal Reserve index of industrial 
production rose from 109 to 239 in 1948, or 119%. 
Corporate receipts did not quite keep pace with these 
measures of business activity. Failure to do so is 
partly owing to the fact that many of the income 
items included in total compiled receipts, such as in- 
terest and rents and royalties, did not increase with 
the quickening of business activity, while other in- 
come items, such as capital gains, actually declined 
during the period. 


INCOME AFTER TAXES 


Net income after the payment of taxes, the sig- 
nificant figure for the corporate manager, rose from 
$3,597 million in 1939 to $10,558 million in 1943. 

Two facts are apparent from the figures in Table 1. 
The ratios are smaller than comparable ratios for net 


Table 2: Corporate Net Income Returns 
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income before taxes, and the absolute increment from 
year to year is smaller than for the ratios of income 
before taxes to receipts for all corporations. 

Using the ratio of net income after taxes to re- 
ceipts as a measure, the most profitable year for all 
returns is 1942. Income before taxes was, however, 
largest in 1943. In other words, the tax burden in 
1943 was great enough to cause a decline in the ra- 
tio of net income after taxes to receipts, while if net 
income before taxes is used as the numerator the ratio 
continued to rise in 1943. The year of greatest gain 
in this profitability ratio is 1941 for either income be- 
fore or after taxes. 

Movement of the profitability ratio is considerably 
different for net income returns alone, as shown in 
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TABLE 3: CORPORATE PROFITS IN WAR AND PEACE 
Source: Treasury Department 
Money figures in Millions of Dollars 


Item 1942 1941 1940 1989 
All returns 
Number, excluding returns of inactive corporations] 420,485 | 442,605 | 468,906 | 473,042 | 469,617 
Total compiled receipts!...............0000005 248,128 | 216,336 | 188,197 | 146,216 | 130,972 
Net income, less deficit!..............2.22c000: 26,456 | 21,707 | 14,098 6,899 4,829 
STOral taxa DEC te cia Scar K fare aie a ores 15,898 | 12,256 7,168 2,549 1,232 
PNG CNL ee Ces acts sree ee tens 4,476 4,338 8,745 2,144 1,216 
Declared value EPT............0 0000000005 153 67 64 31 16 
EXCESS PrORtS TAK! «5. 64 als ocysrewm dos vide vwle'ee 4 11,268 7,852 8,359 874 roms 
Net income'after taxes... 0. 000.05 i cece ccnceses 10,558 9,451 6,930 4,350 $3,597 
Dividends paid in cash and assets other than 
GW SOCK Haworth Sanat nies Sos hoa ks 5,720 5,607 6,701 6,089 5,747 
Dividends paid out, less dividends received.| 4,385 4,263 4,466 4,068 3,841 
Net income after taxes and dividends........... 6,173 5,188 2,464 282 244 
Returns with net income 
Nini OT ie UR Rl lari ican te wy nigrs¥eeaie <% 283,698 | 269,942 | 264,628 | 220,977 | 199,479 
Total compiled receipts!.................20055 239,243 | 204,853 |173,090 | 123,328 | 103,879 
NGG SCOMIO IS. artactes Ste HIS ARTE RG ce eek See ce 27,882 | 22,745 | 16,019 9,351 7,047 
Potal faxmiapurty kh oae yee ee rea itele cis 15,898 | 12,256 7,168 2,549 1,232 
RCORIE CAR ete Sa sn ieele ea era alk eos Ws so 4,476 4,338 3,745 2,144 1,216 
Declared\ values Loge treats as 3 3s 153 67 64 31 16 
Excess-profits tax.......... 16.0 SUC cee 11,268 7,852 3,359 STAN 5 Caius ne 
Net income after taxes.............c.eeeeeeees 11,484 | 10,489 8,851 6,802 5,815 
Dividends paid in cash and assets other than 
OW SLOCK te eae th rette ie ta te sles She suas 5,623 5,490 6,518 5,888 5,562 
Dividends paid out, less dividends received..} 4,316 4,183 4,427 | 4,036 3,783 
Net income after taxes and dividends........... 7,168 6,306 4,424 2,766 2,032 
Returns with no net income 
Number 23 See So. 00). 289es, adhd. eka. oo: 136,787 | 172,723 | 204,278 | 252,065 | 270,138 
Total compiled receipts'................2.-0 8,885 | 11,483 | 15,107 | 22,888 | 27,093 
DeROW canes sc nce: Gee ch hie & Waser abicies 926 1,038 1,922 2,452 2,219 
Dividends paid in cash and assets other than 
Own istocksm Mrvceatovrckig Bev viviad Ags hres s 97 117 183 200 184 
Dividends paid out, less dividends received. . 69 80 39 32 58 
Net deficit after dividends.................... 995 1,118 1,961 2,484 2,277 
pPreliminary 


tLess dividends received on stock of domestic corporations 


TABLE 4: CORPORATION RETURNS BY MAJOR INDUSTRIAL GROUPS, 1939 AND 1943 
Source: Treasury Department 
Money Figures in Millions of Dollars 


Mining and Public Wholesale Retail Finance, Insur- 


ne. Quarrying Manufacturing Utilities Trade Trade Service ance, Real Estate| Construction 
1943 1939 19389 1943 1939 19438 1939 1943 1939 1943 1989 1943 1939 

Allreturns.............-. 
Number of returns....... 8,132 | 10,820 22,064 | $4,446 | 36,021 | 72,610 | 86,279 | 35,594 | 41,030 | 183,656 | 142,832 | 12,127 |16,061 


Total compiled receipts..| 3,731 | 2,877 
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2 
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Declared value, EPT 1 a 1 10 2 12 1 8 a 8 1 3 a 
Excess-profits tax..... 69 b b 488 b 640 b 201 b 56 b 135 6 
Net income after taxes 168 94 952 498 265 703 319 236 53 1,912 804 93 21 
lt oS Se ee 200 218 1,209 193 189 $14 271 106 88 1,000 1,454 $1 28 
Net income!. . Orie | -382 -124 —257 805 76 389 48 130 -35 912 -650 62 -7 
Returns with net income 
Number of returns. .. ++-| 4,080 | 8,622 10,586 | 27,549 | 19,567 | 56,615 | 35,193 |21,603 | 14,114 | 74,955 | 55,646 | 7,476 | 5,600 
Total compiled receipts. .| 3,222 | 1,713 9,135 | 27,147 | 16,560 | 24,438 | 15,197 | 4,554 | 2,266 8,061 6,084 | 38,873 | 1,471 
Int. on gov't obligations. 4 2 7 5 2 8 2 2 1| 1,148 423 1 1 
Net income............. 387 251 1,524 | 1,216 898 | 1,675 527 595 180 2,785 1,777 294 70 
of US 2 eae 170 87 217 692 64 944 86 310 27 464 182 175 ll 
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Net income!............. 25 14 133 333 149 420 176 180 68 1,879 269 90 32 
Returns with no net income 
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Table 2. Here the movement is downward for all 
years except 1942, when the ratio rose 0.01% above 
the preceding year. Thus, for those corporations show- 
ing net income, rising taxes seem to have served to 
make each dollar of added business less profitable 
than in the year preceding with the single exception 
of the year 1942.1 


DIVIDEND PAYMENTS 


Dividends paid have increased rather modestly in 
contrast with the expanded dollar income after all 
expenses and taxes. From $3,841 million in 1939, net 
dividends, that is, dividends paid out less dividends 
received, rose to $4,466 million in 1941, fell in 1942, 
and then recovered in 1943 to a level below the 
1941 high. Uncertainties of renegotiation and active 
participation in the war may have been factors in- 
strumental in holding down dividend payments in 
the years following 1941. 

With net income after taxes rising and dividends 
steady, retained income rose sharply. In 1939, cor- 
porations paid $244 million more in dividends than 
the income available for that purpose. In 1943, after 
paying dividends of $4,385 million, the corporate sys- 
tem had $6,173 million in retained income. 

Corporations with net income in none of the years 
1939-1943 paid more in dividends than they earned 
during the year. The corporate system, it appears, 
can be divided into two segments in any given year: 
one which pays in dividends less than its net in- 
come; the other which does not make enough to pay 
dividends. 

From total receipts of $248,128 million in 1943, the 
corporate system had $26,456 million remaining as net 
income after the payment of all expenses, but before 
the payment of any taxes based upon income. In 1939, 
net income after all expenses totaled $4,829 million 
upon total receipts of $130,972 million. Thus, net in- 
come before taxes rose at a more rapid percentage 
rate than total receipts throughout this period. 


INCOME BEFORE TAXES 


The 1939 ratio of net income before taxes to total 
compiled receipts was 3.7%, while the ratio for 1943 
was 10.7%. The rate of growth of the ratio is slacken- 
ing, with the 1943 ratio only slightly above the 1942 
ratio of 10.0%. Actually, the rate of growth reached 
a peak in 1941 and has declined thereafter. (See 
Table 1.) 

To a certain extent, the ratio of net income to total 
compiled receipts for all corporations exaggerates the 
increase. Deficits are offset against positive income, 
thus accentuating the rise when there has been a de- 


1Sample data with number of corporations constant confirm this 
statement. The shift of marginal corporations, however, from the 
deficit to the income category may also have been influential in 
bringing about a decline during the war years. 


cided decline in the dollar amount of deficits. An ex- 
amination of the ratio for net income returns shows 
that the rise has been much more modest. For every 
dollar of receipts in 1939, these corporations had 6.78 
cents in net income; in 1943, corporations were able 
to make 11.45 cents in net income for every dollar of 
receipts. This rise is much more moderate than the 
rise for all corporations combined. The complete 
record is given in Table 2. 


INCOME TAXES 


Because of the increase in rates of the income tax 
and the imposition in 1940 of the excess-profits tax, 
corporate taxes increased faster than net income in 
this five-year period. Thus the total tax liability of 
all net income and deficit corporations combined was 
$1,232 million in 1939, or about 25% of net income 
before taxes. By 1943, the total tax liability was 
$15,898 million, 60% of net income before taxes. 


A better idea of the change in the burden of taxa- 
tion from the peace year of 1939 to the second war 
year of 1943 can be obtained from an examination of 
net income returns. This group bears the burden of 
taxation since deficit corporations do not pay income 
taxes. The ratio of taxes to income for these corpor- 
ations increased from about 17% in 1939 to 58% in 
1943. 

After payment of 1943 taxes, all corporations had 
$10,558 million remaining for the payment of divi- 
dends or for additions to their surplus. In 1939, the 
comparable figure was $3,597 million. Over this five- 
year period net income after taxes had thus increased 
nearly 195% in contrast with an increase before 
taxes of about 450%.1 


RETURNS FILED 


By contrast with expanding receipts and income, 
the number of returns filed with the Bureau of In- 
ternal Revenue declined every year after 1940, after 
an increase of 3,425 from the number filed in 1939. 
This decline in the number of reporting corporations 
parallels fairly well the movement of the total num- 
ber of operating businesses with the exception of the 
year 1941. The total number of business firms (cor- 
porate and noncorporate) at the end of 1941 was 
36,800 more than at the end of the previous year. 
In contrast, the number of corporations declined 
6,136 from 1940 to 1941. 

In this connection, firms discontinued operations for 
many reasons, not solely because of financial difficulty. 
During the war, the operation of selective service, the 
inducement to proprietors to take jobs in industry 
and the shortages of materials, merchandise and em- 
ployees compelled many corporations to cease doing 
business despite lack of financial hardship. 

In the case of corporations, the change in the tax 

1Renegotiation can be expected to lessen this percentage increase. 
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laws accounted for a substantial part of the decline 
in the number of returns filed. Until 1942, permission 
to file consolidated returns was not generally avail- 
able to all corporations. Starting in 1942, the privi- 
lege of filing a consolidated return for income-tax pur- 
poses was granted to affiliated domestic corporations 
upon condition that the affiliated group also file a 
consolidated excess-profits tax return for the year. 

The resulting increase in the number of consoli- 
dated returns would cause a decline in the total num- 
ber of returns filed. For example, the number of 
consolidated returns totaled 1,286 in 1943, and if 
it had not been possible to file consolidated returns 
the number of returns filed would have been 6,165,1 
more. The number of consolidated returns in 1942 
was 944, including 5,596 subsidiaries. 

As to the divergent movement of the net income 
returns and the deficit returns, the number of cor- 
porations in the deficit category registered a steady 
decline during the five years from 270,138 in 1939 to 
136,787 in 1943. It is quite obvious that 133,351 cor- 


1The increase would actually be somewhat less than 6,165 since 
railroad corporations were always permitted to file consolidated 
returns. 


Railroads Aid in 


AILROADS are actively assisting many compa- 
nies to expand manufacturing operations in new 
territories. In fact, some railroads report that their 
present activities in locating new plant sites equal or 
exceed wartime requests from both government and 
private interests. 


Railroads are not alone in furnishing free services of 
this character. Utilities, for example, also offer assist- 
ance since they will sell more power as new plants 
spring up within the area of their franchise. State 
governments and chambers of commerce are also vi- 
tally interested in the increased business activity that 
new industries will bring. The information on plant 
sites, provided by states, chambers of commerce, util- 
ities and railroads is, of course, limited to the areas of 
their influence. 


TYPE OF INFORMATION 


The type of information furnished by railroads is 
influenced by the nature and scope of a company’s 
requirements as to plant sites. Requests for informa- 
tion are generally of two types. The first inquiry may 
be for general information as to the number of pro- 
spective sites based on such primary factors as avail- 
ability of raw material or labor. The second request 


porations, the difference between the 1939 and 1943 
total, did not cease business in this time, but simply 
started to operate at a profit, since the number of 
returns with net income increased by 84,219, from 
199,479 in 1939 to 283,698 in 1943. 


INDUSTRY EXPERIENCE 


The general characteristics outlined above for all 
corporations holds true for the major industrial groups 
shown in Table 4. Total compiled receipts and net 
income expanded for all groups under the stimulus 
of war demand. Certain groups, such as manufactur- 
ing and construction, increased their receipts consid- 
erably more than the remaining groups. The total 
number of returns for all major segments declined 
from 1939 to 1943. The divergent movement observ- 
able for all corporations is present among these in- 
dustrial groups; the number of net income returns 
increased, while deficit returns declined, with a re- 
sultant decline in the total number of returns. 


FRANK GASTALDO 
Division of Business Economics 


Plant Location 


would call for complete investigation of one or more 
sites that appear attractive. 

Although information on local natural resources is 
of varying importance, nevertheless almost every 
Class I railroad surveyed has some provision for ob- 
taining this information. Sources of information for 
twenty-seven Class I roads serving all parts of the 
country are shown in Table 1. 

Three midwestern roads and seven eastern roads 
obtain this information from their own geological sur- 
veys. The remainder make use of government, state, 
or state university surveys on the geological character 
of the territory they serve. 


Prepare Maps 


Several railroads have prepared maps of the terri- 
tory they serve which clearly portray the location of 
natural resources. Only two railroads, one serving a 
strictly agricultural region and the other a coal terri- 
tory, report that geological information is not nec- 
essary. 

Assays and analyses of raw materials are provided 
according to the extent of a company’s particular 
requirements. Some railroads make their own assays 
and analyses. Others obtain analyses through the fa- 
cilities of state departments and state universities di- 
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rect, or make arrangements for the manufacturer to 
obtain the required information from these sources. 
The scope of the detailed reports on specific plant 


Table 1: Sources of Geological Information 
Provided to Industry 


Source: Tue ConrereNce Boarp 


; Eastern | Midwestern |Far Western 
Source of Information Railroad 


Railroads | Railroads 


Our geological survey............. 1 3 

Own and other geological surveys'. 6 Si $) 
Other geological surveys........... 7 4 6 
Information not necessary......... 2 


Number of railroads.............. 16 "7 6 


iSurveys made by universities, the government, or individual states 


sites is largely influenced by the type and amount of 
information requested by the manufacturer. All ques- 
tions are answered as completely as possible. In addi- 
tion, however, railroads are often in a position, owing 
to their past experiences, to call the manufacturer’s 
attention to pertinent factors he may have overlooked. 

The scope of the railroads’ activities may be judged 
from the statement of a development executive that 
“it is our policy to have an industry give us its 
complete requirements and place upon us the respon- 
sibility for delivering 100%.” Another one writes: “All 
factors which might affect a manufacturer or an in- 
dustry are included.” 

Finished reports on specific location sites are mostly 
made up in brochure form. Along with detailed in- 


formation on all pertinent factors, they frequently in- 


clude geological, topographical and highway maps. 
One railroad has submitted more than 400 such re- 
ports to manufacturers since 1942. These surveys in- 
cluded investigations of such factors as: 


Location Present property use 

Plan Surrounding developments 
Area Subsoil 

Frontage Broker or owner 

Railroad siding Value of land 

Topography Assessed valuation 
Utilities Tax rate 

Transportation Near-by industries 

Flood data Advertising value of site 
Labor Easement, right of way, etc. 
Natural resources Improvements on site 
Houses Nearest team track 
Drainage Wind and climate 


INVESTIGATIONS CONFIDENTIAL 


Investigations of prospective plant sites are made 
with the utmost secrecy. In fact, any announcement 
of a prospective move is left to the manufacturer 
himself. Case studies of previous investigations are 
made available by railroads only long after the proj- 
ect has been completed. And some railroads make 
such reports available for inspection only upon ap- 
proval of the company concerned. 


From a personnel standpoint the size of industrial 
development departments is small in relation to the 
scope of their activities, an achievement made possible 
by the fact that the work is integrated with that of 
other departments. In one railroad, for example, 
assays and analyses of raw materials are made by the 
chemical department. Aid is often enlisted from the 
traffic, engineering, real estate and other departments. 
Table 2: Personnel of Industrial Development 

Departments 
Source: Toe Conrerence Boarp 


Number of Personnel! 


Eastern | Midwestern |Far Western 
Railroads | Railroads | Railroads 


1 
1 
1 
1 
2 


Part-time activity................ 
Nok stated) iidvacitevies cana ets 
Nordepartmentie soe eer are 1 
Number of railroads.............. 16 


i omc: wom: 


IMany of these railroads have not included clerical employees in their measure 
of personnel. 


The size of industrial development departments, 
as reported by twenty-nine Class I railroads, is shown 
in Table 2. These data are not wholly comparable in 
that clerical help was not included in all instances. 
Personnel of industrial development departments on 
one eastern road and one western road comprised 
more than thirty specialists and assistants. Two other 
similarly located roads have between twenty and 
thirty full-time plant location specialists. Eighteen 
roads have staffs of ten or fewer employees, but most 
of these roads report a close link with related depart- 
ments in the performance of the industrial develop- 
ment function. 


Possibly the best indication of the importance at- 
tached to industrial development departments by rail- 
roads is their status in the company’s organization. 
(See Table 3.) In one eastern, one far western, and 
four midwestern railroads, the department ranks as 
high as any other department and the manager re- 
ports direct to the president. In one eastern road 
the manager reports to the vice president and gen- 
eral manager. In most instances, (thirteen roads) the 
development department is under the direct super- 
vision of the vice president in charge of traffic, who, 
in turn, reports direct to the president. 

While the majority of industrial development de- 
partments report to the vice president in charge of 
traffic they are not a part of the traffic function in 
these instances, but maintain separate identities. In 
only four railroads are development activities part of 
the over-all traffic function. 

Voluntary aid to manufacturers is not limited to 
railroads in the United States. A Canadian railway 
included in the survey undertakes similar activities. 
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Information as to natural resources, power rates and 
all other factors are freely provided to any manufac- 
turer interested. In this instance, industrial develop- 


Table 3: 


Organizational Status of Industrial 
Development Departments 
Source: Tue Conrerence Boarp 


PECMOCUE «5 spots ota eeeley ooloe 
Vice President and General Manager 
Traffic Vice President............. 
General Traffic Manager!.......... 
Traffic Manager.................. 
Part of Traffic Department........ 
Function of related departments. . . 
tse to report to President...... 
ent 


1The General Traffic Manager reports directly to the Trustees. 


ment specialists are more decentralized in view of the 
larger areas covered. Other departments, both cen- 


tral and local, are called upon to insure satisfactory 
coverage of all plant site factors. 

The railroads report a trend toward decentraliza- 
tion in industry. As noted earlier, one railroad has 
made plant surveys for 400 manufacturers since 
1942. Railroads in the Middle West and the Far 
West have commented on this trend. One road re- 
ports: “Decentralization is definitely going on as can 
be proved by the activities of this department for 
large eastern industries.” Another midwestern road 
observes: “In regard to decentralization, we feel there 
is a definite trend in that direction.” A western road 
reports: “It is our experience that industry is decen- 
tralizing either through relocation of existing plants 
or establishment of additional units, and this depart- 
ment is quite busy at present in preparation of spe- 
cific data covering all types of industries.” 


Tuomas A, FirzGERALp 
Division of Business Practices 


Disposal of Overseas Surpluses 


ISPOSAL of overseas surpluses arising from the 
war is now proceeding at an accelerated pace. 
Sales in large volume have only begun, however, and 
no estimate of the time required for complete liquida- 
tion can be made. It was eight years after the 1918 
armistice before liquidation was nearly completed and 
payments have not all been settled to this day. The 
value of sales from World War I was under $1 bil- 
lion, with over half the surplus located in France. 
Today’s stock piles dwarf those of that war and are 
scattered throughout the world. 

Over half the $1,572 million in declared surplus is 
to be found in Europe, which represents but two of 
the eleven major global divisions. The Pacific and 
India-Burma theaters, ranking next in importance, 
contain 16% and 14%, respectively, of total declara- 
tions, another 7% accounted for in the Persian Gulf 
area. This distribution will change markedly as addi- 
tional declarations are reported; as of December, 1945, 
the Office of the Foreign Liquidation Commissioner 
estimated that the procurement cost of property yet 
to be declared will amount to $10,765 million of which 
$5,399 million is located in the Pacific. Thus, an esti- 
mated total of about $12 billion in United States sur- 
plus property is today known to be overseas awaiting 
disposal. 

Sales, of course, increased in volume following V-J 
day, as will be noted in Table 2. They have not, how- 
ever, kept pace with acquisitions which began to grow 
substantially in volume beginning last fall. Estimates 
for February indicate that these trends are still in 


evidence. Poor transportation and mail service has 
undoubtedly slowed sales, as has a shortage of trained 
personnel. Some lag is also to be expected because of 
the provisions of the Surplus Property Act of 1944 
which places negotiations on a diplomatic as well as 
on an economic and financial basis. Government 
agencies and UNRRA have top priority. Next in line 
are relief institutions and veterans, followed by Amer- 
ican manufacturers and distributors for those prod- 
ucts bearing their name or trademark. 


WHERE NEED IS GREATEST 


The bulk of sales will go to foreign countries for re- 
habilitation and relief. Relative needs of these coun- 
tries outweigh financial considerations. Neither the 
highest bidder nor the country holding the surpluses 
will necessarily receive the supplies. Experience so 
far has indicated a tendency by foreign governments, 
most of whom have set up import regulations, to con- 
centrate on the purchase of those supplies in greatest 
need and to hold off other purchases in the hope of 
receiving more attractive prices. The experience of 
the last war shows that the percentage of recovery 
was much greater for sales made early in the pro- 
gram.) It is argued, however, that this was because 
the more valuable goods were sold first during a 
period of high prices. Nevertheless, it is the commis- 
sion’s policy to dispose of inventories as rapidly as 


1Percentage of recovery for all sales fell from 73% in 1919 to 48% 
in 1920 and ap leveled off at 18% to average about 86% for 
liquidation period. Report of War Contracts Subcommittee, *aetoad 
ber, 1944, p. 11. 
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possible in order to minimize depreciation losses for 
in spite of diplomatic objectives, every effort is being 
made to obtain a “fair price” whenever possible. 


PRICE POLICY 


Broadly, the commission’s formula for fair value in 
selling is as follows: procurement cost; plus a mark-up 
for transportation, handling and insurance (in the 
neighborhood of 25%) , less physical depreciation; and 
less fair adjustments for lower civilian than military 
utility. Because of poor warehousing facilities and 
lack of any at all in many instances, depreciation 
charges are far heavier than normal. Losses encoun- 
tered in selling military equipment and installations 


Table 1: Estimated Declared Surplus, 
February 1, 1946 
Source: Foreign Liquidation Commission 
Procurement Cost 


Thousands 
Area o! % 
Dollars Distribution 


African Middle East.................005 76,870 4.9 
Persian Gulf Command................... 107,316 6.8 
India-Burma (as of 12/31/45)............. 214,304 13.7 
Mediterranean theater.................05- 226,047 14.4 
European’ theater, 5... strsjernic ssteiarsiae atin cea 674,134 42.9 
Aircraft Division, Wash., D. C............ 716 &, 
Latin America—Rio de Janeiro............ 4,281 0.3 
Latin America—Panama.................. 3,902 0.2 
Bacific—Manilaci saat @ Bask dee ete 195,651 12.5 
Pacific—Melbourne...................65- 14,664 0.9 
Pacific—New Caledonia.................. 52,314 3.3 
OLN TY Rip nai non Ae He oe eae ae el Ria 5  § 1,663 0.1 

ST Oba Me oe. Paneth ae sca atta erin 1,571,862 100.0 


for civilian uses are difficult to gauge. In many cases 
military items may have only a scrap value.2 War 
Production Board figures show that less than one 
third of our war output represented equipment and 
supplies of a civilian nature so that returns will be 
small in relation to original investment. Matériel 
available for sale will be reduced by the establishment 
of reserves for defense and training and the commis- 
sion’s policy of not selling ammunition or war-making 
equipment.’ Selling values have fluctuated widely 
thus far (see Table 2), and it is much too early to 
discover a trend which would allow comparison with 
the last war. 


TERMS OF PAYMENT 


While it is the policy to sell for dollars whenever 
possible, the shortage of dollar exchange in some 
countries has made necessary the drawing of con- 
tracts in terms of local currencies. This procedure 


1For a discussion on converting matériel to peacetime uses see 
report of War Contracts Subcommittee, September 25, 1944, pp. 66-68. 

*The Stilwell road and neighboring airfields provide an outstanding 
example of installations losing all value in a civilian economy. They 
were recently abandoned at an investment loss of $152 million. 

‘Supplies of this nature going to foreign governments since V-J day 
have been primarily through lend-lease settlements. 


requires Treasury approval however. Another alter- 
native has been the acceptance of long-term dollar 
credits.! Payment must be accomplished within thirty 
years, with interest at not less than 234%. The first 
amortization payment need not be made for five 
years, and, when desired, the United States can ask 
for local currency to meet expenditures in that coun- 
try. Almost as much has been sold on a credit basis 
as for cash.? 


LEND-LEASE 


Over and above the estimates on surplus property 
either already declared or pending declaration are the 
unconsumed lend-lease supplies contracted for by 
foreign governments prior to V-J day and known as 
the “pipe line.’ With the termination of lend-lease, 
foreign governments were advised that title to these 
materials would be transferred upon the consumma- 
tion of financial agreements provided for under Sec- 
tion 3-C of the lend-lease act. Agreements have been 


Table 2: Acquisitions, Disposals and Inventory 
of Overseas Surpluses 
Source: Foreign Liquidation Commission 


Thousands of Dollars 
Disposals? 
; Net 
Period Acquisitions Selling % Inventory 


Price |Recovery 


1945 
Funes Se eet 11,744 247 ‘5 11,494 
SUly:. cee ga 3,156 89 : 14,384 
ASI SOBs csrer no cre 54,152 232 68,056 
September....... 24,183 1,332 90,336 
October.......... 446,831 17,558 519,736 
November....... 541,514 4,241 1,054,733 
December........ 142,385 14,573 1,202,056 
1946 
January.........| 269,494 | 29,473 | 18,646 | 63.3 |1,442,077 
January!........|1,493,459 | 118,029 | 56,918 | 62.9 | ..... 
1Cumulative 


*Sales do not include $89,331,000 under contract for disposal January 31, 1946. 
Also not included are three transactions handled outside the commission: (1) $100 
million, UNRRA; $77 million, Canada; $50 million, China and Netherlands. Declared 
Surplus by districts in Table 1 does not equal net acquisitions as reported above, 
— former figures are estimates and are the only figures available on a geographi 

asis. 
entered into with Italy, China, Belgium (United 
States was indebted to Belgium on lend-lease ac- 


count), Great Britain and Russia. 


GREAT BRITAIN 


All surpluses in Great Britain have been disposed 
of. Under a joint agreement, Great Britain’s debt to 
the United States on war account is estimated at $650 
million, which is payable under the same terms as the 
proposed British loan. This figure was arrived at 

1The Special Senate Committee (Mead Committee) investigating 
the National Defense Program has recently recommended still another 
alternative; t.e., the acceptance of strategic raw materials in exchange. 
*Thomas B. McCabe, Foreign Liquidation Commissioner, stated 
before the Manasco Committee, March 1, 1946, that payments have 


averaged 45% in dollars, 40% in dollar credits and 15% in foreign 
currencies. 


April, 1946 


BUSINESS RECORD 157 


after consideration of direct and reverse lend-lease, 
intergovernmental claims and surplus United States 
Army and Navy property in the United Kingdom. 
The net balance in our favor of lend-lease over re- 
ciprocal aid furnished by Great Britain was $16 
billion. 


U.S. S. R. 


The “pipe line” to Soviet Russia will total $240 
million in goods and $50 million in services. Ship- 
ments which began in November amounted to $120 
million at the close of January. Under the terms of 
the agreement, the U.S.S.R. will benefit from a 10% 
discount on all items other than foodstuffs.1 Payments 
will be made in twenty-two annual instalments begin- 


1Twenty-first Report to Congress on Lend-lease Operations, 
Appendix 2 


ning in 1954 with interest payments of 234%, starting 
July 1, 1947. 

The Soviet Union has not recevied any surplus 
material aside from the pipe line, although it may 
request an additional credit of $100 million for sur- 
plus material. 

Negotiations are under way for loans of $50 million 
each to Poland and Czechoslovakia and $10 million 
each to Hungary and Finland. The outcome of these 
negotiations will undoubtedly be influenced by recom- 
mendations of the Mead Committee for it is the com- 
mittee’s belief that provision should be made for re- 
turning civilian surpluses to this country where they 
can be used for reconversion. 


Joun H. Watson, III 
Division of Business Practices 


Public Works Planning in Government Budgets 


UTLAYS for public construction during the first 
five postwar years may approximate $25 bil- 
lion. The largest single item of expenditures in the 
first two peace years is expected to be maintenance 
and repairs which were delayed or deferred during the 
war period. The House Special Committee on Post- 
war Economic Policy and Planning in an extended 
report in 1945 arrived at substantially these conclu- 
sions. 
In the major areas of activity, the committee’s 
findings were as follows:? 


1. Highways and airports. This work would form the 
largest single part of the new public construction under- 
taken in the first few postwar years. An annual volume 
of $2 billion for highways and $250 million for airports at 
the end of the third peace year is seen. 


2. Conservation and sanitation. About $150 million is 
the estimate for sewage and water facilities in the first 
peace year, increasing to $500 million by the fifth post- 
war year. 


8. Institutional buildings. An average yearly expendi- 
ture of $800 million is anticipated, with schools account- 
ing for about half. 


4, Public housing. Housing expenditures were esti- 
mated at $100 million for the first peace year, rising to 
$350 million by the fifth year. 


5. Other. This category, which includes postwar mili- 


In 1945 dollars. 

*Table 1 presents a detailed breakdown of the committee’s esti- 
mates of public works construction in the first five postwar years. 

’These estimates do not include new housing projects sponsored by 
the Federal Government. Such projects are not considered public 
works. 


tary installations, publicly operated utilities, ete., would 
amount to $250 million annually. 


FEDERAL PLANNING 


The end of the war found many federal agencies 
with heavy backlogs of public works authorized. Of 
projects costing $4.5 billion planned by the Army 
Corps of Engineers, $3,445,000 had been authorized 
by Congress.! Aside from the appropriations made un- 
der the Federal-Aid Highway Act, the Public Roads 
Administration reported approximately $165 million 
in authorizations which would become available on 
termination of the emergency period. The Bureau of 
Reclamation had $60 million available for construc- 
tion and a $1.3 billion program authorized. Other 
agencies, including the Civil Aeronautics Administra- 
tion, the Geological Survey, the National Housing 
Agency, and the Veterans’ Administration, had vari- 
ous smaller amounts authorized. 


In his budget message last January, President Tru- 
man stressed the timing of public construction as be- 
ing essential to economic stability. “In resuming pub- 
lic works construction,” he said, “it is desirable to 
proceed only at a moderate rate, since demand for 
private construction will be abnormally high for some 
time. Our public works program should be timed to 
reach its peak after demand for private construction 
has begun to taper off. Meanwhile, however, plans 

1In his Budget Message of January 3, 1941, President Roosevelt 
stated that “the planning of new projects will go forward . . . This 
will produce a long list of public works projects . . . Such a list could 


be submitted to a future Congress for the appropriation of funds te 
put it into operation.” 
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Table 1: Estimated Public Construction Activity 
During the First Peace Years! 


Source: House Special Committee on Postwar Economie Policy 
and Planning? 


Millions of 1945 Dollars 


Ttem 1946 1947 1948 1949 1950 

Military and naval........... 125 75 50 50 50 

FLOUSINg aie ke nee 100 150 200 250 350 

Highways, airports, bridges, etc.) 800 | 1,225 | 1,900 | 2,200 | 2,300 

Nonresidential buildings....... 425 575 850 | 1,025 | 1,175 
Conservation, sewage, water, 

CUE sere cs ca ainieie ete, oe piece 50 725 | 1,000 | 1,175 | 1,375 


Total public construction... .| 3,300 | 4,050 | 5,200 | 5,800 | 6,350 


1Assuming general high employment 


*Seventh Report of the Committee pursuant to H. Res. 60 under title, “Postwar 
Public Works and Construction” (1945) 


should be prepared if we are to act promptly when 
the present extraordinary private demand begins tc 
run out.”! A wide-scale program of federal grants to 
states and local units was recommended by the Pres- 
ident in 1945 for the purpose of aiding these units plan 
their own programs of public works, undertaking re- 
gional development projects, and constructing public 
works necessary to carry out the various policies of 
the Federal Government. Funds totaling $30 million 
were made available to federal agencies by Congress 
to encourage planning for public works backlogs. 

Under Title V of the War Mobilization and Re- 
conversion Act of 1944, the Federal Works Adminis- 
trator is authorized to use funds appropriated for the 
purpose to make “loans or advances to the states and 
their agencies and political subdivisions . . . to aid in 
financing the cost of architectural engineering, and 
economic investigations and studies . . . preliminary 
to the construction of such public works.” 

In November, 1944, Federal Works Administrator 
Fleming indicated that funds to be appropriated for 
public construction (by all levels of government) in 
the first year of peace might amount to as much as 
$5 billion. Of the estimated $5 billion, state and fed- 
eral-aid highway work would account for $1 billion; 
direct federal projects (rivers and harbors, post of- 
fices and other buildings, flood control, irrigation, 
etc.) for $0.5 billion; and other public works for $3.5 
billion. 

The passage of the Federal-Aid Highway Act in 
1944 was the first major funding step in providing 
funds for postwar public works. In the act, an ap- 
propriation of $500 million was authorized for 
each of the first three postwar years to finance a high- 
way improvement program. The states were to match 
that amount, thus making a total of $3 billion avail- 
able for a national highway system. Funds actually 
appropriated for this purpose during the current fiscal 


year were distributed among the states as shown in 
Table 2. 


"Message to the President on the State of the Union and Trans- 
mitting the Budget, January, 1946, p. XX XIX. 


Table 2: Apportionment of Highway Funds, 


First Postwar Fiscal Year 


Source: Federal Works Agency 
Thousands of Dollars 


eeeee eens] S409 | INOPUM Carolina. ..... 


Pennsylvania........ 


Illinois 23,120 || Rhode Island........ 2,951 
Tndiangr sc. ccitscnne 12,090 || South Carolina....... 6,222 
Llowaa:4. (otters South Dakota....... 6,274 
Kansas: i scams ce Stee LO alia Il Lenmmessego . ero. 10,0380 
Kentuckys<...5.sst cl) [6,000 [LL CXAS'. caress; moras 28,766 
Douwisiana: oe eet ORES Te Ota rey, Sears 4,651 
Maine: 3)... Sa2isn tee.) 2S, OAM Vermont, .i9, aera 2,040 
Maryland, 9 iocias5 <0 daly Apes |) VIFRURIB. sack. « sciseiere 8,797 
Massachusetts....... 10,342 || Washington. ........ 7,399 
Michigan. 16,638 || West Virginia........ 5,362 
Minnesota............ 12,432 || Wisconsin........... 11,770 
Mississippi........... NT NG ee 4,826 
MMUSSOURT....520<.510 00) LS, STA Hawa, oneesy<coee se 2,222 
Montana..........45. 5. 10 7,968. A PertoRico). 4o.ce. 3,077 


Estimates of average annual expenditures for fed- 
eral public works construction for the first five post- 
war years range from $2.5 billion to $4 billion. From 
Table 1 it may be seen that federal expenditures for 
public works might account for 50% to almost 80% 
of total construction activity and, assuming a post- 
war federal budget level of $25 billion, 10%-16% of 
all federal expenditures. 

After World War I, federal public works dropped 
in 1919 to 0.3% of total expenditures. During the 
Twenties, this percentage rose slowly until, in 1931, 
it was 11.2%. (See Table 3.) Although dollar outlays 
for public works rose in the remainder of the Thir- 
ties the ratio reached a high of only 10.4% in 1937, 
which it attained again in 1939. During the World 
War II period, annual public works costs dropped as 
low as 0.3% of all expenditures (1945). For 1947 it is 
estimated at 2.5%—approximately the 1921 level. 


STATE AND LOCAL PLANNING 


The major portion of public works planning has 
been done by the state and local governments. The 
Federal Works Agency has divided it into three sec- 
tions: (1) plan preparation where assistance has been 
given by federal advances through the program of the 
Bureau of Community Facilities; (2) plan prepara- 
tion of proposed federal-aid and state highway pro- 
jects; and (3) plan preparation by state and local 
governments without federal assistance. The first two 
sections have been dealt with quite fully in a recent 
report issued by the Federal Works Agency. 


Report on Plan Preparation of State and Local Public Works.” 


April, 1946 


BUSINESS RECORD 159 


Table 3: Public Works as Percentage of Federal 
Expenditures 
Sources: Treasury Department; Bureau of the Budget 


Public Works? Reicectiaeres Public Weeks 
Fiscal Year as % o 
ix atieoren 
Millions of Dollars 
RUA ia cha i cee abe 3.0 4 0'c 709 10.4 
WOLBSpaetiiait sion. BA adele 80 727 11.0 
VVC) | A aE eee 56 697 8.0 
Dey craves + eas. are ane 54 1,925 2.8 
UES Ae ae rr 55 12,648 0.4 
RES te els eo, «sos wa ware 59 18,459 0.3 
RO ate cps 2° staveiwrarcus 90 6,308 1.4 
OS ee ar. = 144 4,989 2.9 
Osan Ghee § 165 3,213 5.1 
EDUC as ants FS cicve aes 155 3,054 5.1 
NORE Riclelei wc ies oo eee es 187 2,810 6.7 
ADR ER sive’. ns dic ews 204 2,801 7.3 
TG oe 186 2,779 6.7 
RDN Batutcs i 8 A aonmite s 188 2,738 6.9 
TORS er aie cs es. Peta 200 2,799 wot 
al, a 242 2,958 8.2 
jh) See 267 3,152 8.5 
POOU Rect ee lee 397 3,560 11.2 
Ds 5 ie 450 4,640 9.7 
UO a ee 442 4,611 9.6 
WOR aes sae ants 549 7,362 7.5 
WOSOieee bes i 679 9,738 7.0 
BBG ares besa inst eel 55203 fel 685 9,098 7.5 
Ct ole eae 803 1,754 10.4 
UDBOMENIR Rahs oe Poe de 649 6,977 9.3 
Oni” ee aes 8 872 8,361 10.4 
LOL. ls Se oe 866 8,824 9.8 
OO ote 709 13,862 §.1 
ee oe Or 659 33,980 1.9 
Eo Taare 535 79,604 0.7 
UNO ee 425 95,129 0.4 
Ds 3 a 319 98,360 0.3 
jt en 680 64,451 1.0 
pk CE ee ee 854 34,228 2.5 
¢eEstimated 1Excluding Loans 


As of December 31, 1945, the Bureau of Community 
Facilities had received applications for planning ad- 
vances! amounting to $42.3 million, but only $30 
million (or $29.1 million net, after deducting for ad- 
ministrative expenses) had been appropriated for the 
purpose. From these applications, proposed public 
works were estimated at $1.7 billion, of which only 
$0.6 billion had been approved. Planning advances of 
$13.2 million were made in connection with the latter. 
The types of projects approved by: the Bureau were 
mainly sewer, water, and sanitation facilities, school 
and other educational facilities, and public buildings 
other than schools and hospitals. 

Of these approved public works plans, $448 million 
would be financed by state and local bond issues; less 
than $39 million of such obligations was authorized 
on December 31, 1945. About $60 million would be 
paid from existing cash balances, while $56 million 
would come from other sources. 

Federal-aid and state highway projects totaled $3.5 
billion. Those in the completed stage totaled $741 
million, while those in the design stage totaled $2,715 


1These are the loans authorized by the War Mobilization and Re- 
conversion Act for planning purposes. 


Table 4: Estimated Construction Cost of Proposed 
Public Works of State and Local Governments, 
as of December 31, 1945 


Source: Federal Works Agency 
Thousands of Dollars 


Plans Plans sigs phe or |Plans under Federal- 


Brought to Desi 
conte lS ae ct ithout Fe. eral|4id and State Highway 


Area under Rte Assistance Pe 
V-WM 

rr Completed] Design |Completed| Design 

Stage Stage Stage Stage 
United States......] 461,431 |784,671 |3,622,722| 740,886 |2,715,306 
Alabama.......... 9,422 3,272 35,817) 6,176 20,668 
ATImONS io gece. «cnt ahs 2,465 2,649 9,405} 12,890 61,750 
Arkansas.......... 4,388 749 2,018) 18,627 28,804 
California......... 28,278 | 70,323 | 374,758] 114,451 22,327 
Colorado.......... 3,418 1,717 16,140} 3,987 93,228 
Connecticut....... 10,064 8,767 14,610} 11,839 27,726 
Delaware. . : 120 438 2,102 910 14,773 
District of Columbia 1,910 32 11,641) 9,781 16,083 
Florida. . Eascawt LOSt8O 7,841 25,909 909 4,718 
Georgia... ah 8 eae ic 18,931 3,940 2,467| 33,433 | 148,458 
Tdahon 25. 25048 600 3,026 2,915| 2,745 30,898 
Pin 01856008 sisneutins 57,864 | 15,999 | 532,557) 13,191 | 145,097 
Indiana,.......... 12,932 erty 86,389] 19,202 63,436 
Towa) it % 0b 4,174 7,346 43,126} 13,347 21,567 
Kansas............| 3,906 3,401 12,521} 21,682 54,839 
Kentucky......... 7,691 1,185 10,243} 4,789 54,990 
Louisiana.......... 11,761 | 10,065 18,730] 8,017 60,985 
Maine? 9) eee 1,897 3,709 2,546} 8,492 12,915 
Maryland......... 2,917 7,296 68,289) 3,214 46,893 
Massachusetts. ... . 9,956 | 28,746 73,965} 10,740 60,479 
Michigan..........] 20,270 | 16,624 81,375| 17,165 | 105,839 
Minnesota......... 7,394 2,822 25,217| 29,232 86,933 
Mississippi........ 6,693 4,948 4,460] 4,144 70,048 
Missouri.......... 14,844 5,908 56,021} 22,167 49,047 
Montana.......... 2,190 1,975 4,419) 5,477 $7,015 
Nebraska.......... 1,538 3,773 9,116) 14,295 $4,212 
Nevada........... 1,895 750 5,199} 3,758 13,494 
New Hampshire...| 1,795 1,488 115 820 14,033 
New Jersey........| 20,831 | 11,767 | 202,839] 10,931 66,462 
New Mexico....... 3,017 1,476 2,805} 4,676 43,752 
New York......... 34,113 |379,437 | 925,990) 73,319 | 305,568 
North Carolina. ... 2,505 | 13,309 17,048] 10,114 36,659 
North Dakota..... 693 364 1,073) 8,697 14,598 
Ohio. . ....| 27,838 | 32,602 | 286,985) 19,017 | 230,846 
Oklahoma... ...| 18,862 6,656 11,592} 8,639 87,123 
Oregon............| 4,031 | 4,435 | 34,877] 16,676 | 52,907 
Pennsylvania...... 17,143 | 44,958 | 308,160] 70,263 70,698 
Rhode Island...... 1,816 1,399 388} 4,617 7,268 
South Carolina....} 6,238 2,354 4,975| 17,974 15,408 
South Dakota..... 280 242 1,428} 6,005 20,185 
Tennessee......... 3,219 9,464 16,319} 11,081 28,020 
BUS CTP os gah ie 22,336 | 14,447 64,106] 30,950 24,180 
Wtalte, ar. eee. 2,466 1,038 2,342! 38,418 24,873 
Vermont.......... 2,064 116 1,768} 2,393 6,417 
Virgmiss vor nto 16,105 4,556 55,100 810 83,082 
Washington........ 6,802 7,149 42,537| 6,727 50,857 
West Virginia...... 6,777 7,216 9,724} 5,270 34,253 
Wisconsin......... 5,042 | 5,513 | 19,965| 13,535 | 60,644 
Wyoming.......... 537 229 1,091; 3,812 16,878 

Alkiiea 8 21> 4k 1,999 183 yGSpeS oom a 
Hawails.4. 8020 1,614 1,852 37,695| 2,052 20,093 
Puerto Rico....... = 7,343 46,082 430 13,780 


million. These projects would be financed with the 
receipts from motor-fuel taxes, motor-vehicle registra- 
tions, motor-carrier fees, and miscellaneous sources. 
Together with the balances available from state high- 
way funds, an annual average of $511 million would 
be provided. All this is in addition to the $500 mil- 
lion available under the Federal-Aid Highway Act 
of 1944. 
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Governmental units that have made plans which 
require no federal assistance number 3,389 out of a 
total of 8,272 units reported by the FWA. These are 
largely cities, counties, towns, townships, etc., with 
populations of 10,000 or more. Projects in the com- 
pleted stage of planning total $961 million, with the 
heaviest concentration of activity to take place 
through mid-1947. New York State accounts for 
about half of the total, or $486 million. 


Plans in the design stage of preparation amount to 
$4.4 billion, and construction costs $3.6 billion. About 
70% of the construction figure is concentrated in Cali- 
fornia, Massachusetts, New York, Ohio, and Pennsyl- 
vania. Sewer, water; and sanitation facilities lead all 
other types of construction. 


Lucie B. Locketts 
Division of Business Economics 


Tax Inducements for Foreign Trade 


HE United States Government is encouraging 

business to engage in foreign trade by means of 
a designed political and economic policy, by tariff 
programs, and by a favorable tax program. Prospects 
of an extensive export trade in the immediate future 
appear to be bright as long as a war-ravaged world 
needs rehabilitation, and the United States possesses 
the facilities for satisfying its wants. In addition, the 
elimination for years to come of competition from 
Germany and Japan augurs well for a boom period in 
foreign trade. 

United States foreign trade should also be aided by 
the gold and dollar balances amassed by foreign coun- 
tries during the war, the increased loans by the 
Export-Import Bank, the exodus of private capital 
to replace or expand foreign facilities, and the dollar 
exchange available to foreigners resulting from United 
States imports of goods and services. The proposed 
British loan of $3,750 million and the loans of the 
World Bank should further stimulate our foreign 
trade. It has been estimated that exports for 1946 
would be between $8 billion and $11 billion, or more 
than twice those of 1939. 

The Department of Commerce estimates that be- 
tween $3 billion and $5 billion out of the $16 billion 
of gold and $7 billion of short-term dollar balances 
held by foreign countries would be used for the pur- 
chase of United States goods for export during the 
period of rehabilitation of the war-torn world. 

Only $252 million had been borrowed, and $1.3 bil- 
lion of undrawn credit was available from the Export- 
Import Bank on December 31, 1945. The bank’s 
potential lending power of $3,500 million has only 
begun to be tapped. 


BUSINESS THROUGH SUBSIDIARIES 


The time-honored method of engaging in foreign 
trade has been through domestic and foreign subsidi- 
aries. Either type would be subject to normal tax and 
surtax on the allocated portion of its profits which 


arose from sources in the United States, aside from 
tax levies on it by foreign countries. To the extent 
that the foreign taxes are less than our combined 
normal tax and surtax, a foreign subsidiary effects a 
tax saving, and the allocated income stemming from 
foreign sources is not subject to the Section 102 pen- 
alty tax. Nevertheless, this accumulated income 
might adversely affect the parent corporation in the 
matter of establishing the reasonableness of its accu- 
mulated profits. In addition, the 85% dividends-re- 
ceived credit from a subsidiary is denied to the parent 
when the former is of foreign origin. Accordingly, 
dividends paid by a foreign subsidiary to a domestic 
parent corporation are subject to full normal tax and 
surtax,! but the dividend policy of such a venture 
may in a measure be controlled by directors. How- 
ever, the parent corporation obtains a credit against 
its tax, within some restrictions, for foreign income, 
war-profits and excess-profits taxes paid by its for- 
eign subsidiary on earnings out of which dividends 
are paid. A domestic parent corporation which owns 
a majority of the voting stock of a foreign subsidiary 
from which it receives dividends shall be deemed to 
have paid the same proportion of any foreign income. 
war-profits, or excess-profits taxes from the accumu- 
lated profits after taxes of such foreign corporation 
which the amount of such dividends bears to the 
amount of such accumulated profits.” 


DOUBLE TAXATION 


The credit for foreign taxes represents a unilateral 
method of relief from double taxation in which the 
United States recognizes the prior right of a foreign 
country to tax income, and grants within limitations 
an offset of the foreign tax against American taxes. 
This inequity of double taxation has been rectified in 
part by reciprocal or bilateral treaties. In such treat- 
ies, the contracting parties agree upon some formula 
for allocation of income. If it is agreed that it is to be 


1Section 26(b) of the Internal Revenue Code 
*Section 131(f) 
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United States Exports and Imports 
Source: Department of Commerce 
In Millions of Dollars 


Imports Exports Commer- 
or cial Ex- 
Year ae ports over 
sumption Le Imports 
nd | UNRRA| Commer-| Tota) | for Con- 
Lease cial sumption 
ApeOe wc ee. eh 2,276 “sh $,123 | 3,123 847 
T9400 oer. 2,541 Ey. 3,934 | 3,934 | 1,393 
1 ie 3,222 730 Fa 4,290 | 5,020 | 1,068 
1 2,769 | 4,926 5% 3,077 | 8,004 308 
MOSS ie os 3 ets ,390 | 10,340 Be 2,500 | 12,841 —890 
OSA sete t 3,879 | 11,298 1] 2,864 | 14,163 | -1,015 
ESAGG LS vin Pare. 4,075 | 5,542 355 | 3,691 | 9,589 -384 
Quarters of 1945 
Oster cd > 0's) 11,002,1 2,049 5 742 | 2,791 -310 
(lat cea 1,057 | 2,022 42 890 | 2,954 ~167 
lr eee 1,030 | 1,107 101 867 | 2,075 -163 
Use asthe « 936 370 207 | 1,191 | 1,768 255 
BROtahe cess. 4,075 | 5,542 355 | 3,691 | 9,589 -384 
aPreliminary 


taxed in both countries, the treaty generally stipu- 
lates some measure of relief from double taxation. 
Under the auspices of the League of Nations, a net- 
work of uniform conventions among the various coun- 
tries of Europe has been concluded. The United States 
is a party to such treaties with France,1 Sweden,? and 
Canada,’ and others are pending. 

Should the exigencies of business require the liquid- 
ation of a domestic or foreign subsidiary, it can be 
effected by the parent corporation tax free. In the 
case of a foreign subsidiary, the statute provides that 
it may not be for the purpose of avoiding federal 
income taxes. To qualify, the corporation receiving 
such property would have to possess at least 80% of 
all voting and other stocks before and immediately 
after the execution of the plan of liquidation.* 

A foreign subsidiary cannot be treated as a mem- 
ber of an affiliated group of corporations for the pur- 
pose of filing a consolidated tax return.® 

In instances in which a business is incorporated in 
a foreign country to engage in trade in the United 
States, certain tax liabilities are to be considered. 
Such a corporation would be subject to a straight 
24% normal tax rate irrespective of the size of its 
normal tax net income, as well as surtax.® A foreign 
corporation such as a holding company not deemed 
to be engaged taxwise in trade or business in the 
United States would be subject to a tax of 30% on its 
income from sources within the United States, such 
as interest, dividends, rents, salaries, wages, premiums, 
annuities, compensations, remunerations, emoluments 


1Effective since January 1, 1945 
Effective since January 1, 1940 


Effective since January 1, 1941. See League of Nations, “Double 
Taxation and Fiscal Evasion.” 


‘Sections 112(b)(6), 112(i) 
Section 141(d)(e). See Section 141(g) for an exception. 
Section 14(c) 


and other periodical gains and profits. For corporations 
organized under the laws of any country in North, 
Central, or South America, the West Indies or New- 
foundland, this rate may be reduced with respect to 
dividends to the rate provided by treaty with such 
country, but not to less than 5%.1 Only corporations 
engaging in trade or business in the United States are 
subject also to the prevailing surtax rates, which are 
a maximum of 14% of a corporation’s surtax net in- 
come on sums over $50,000.? 


UNITED STATES POSSESSIONS 


Trading in the possessions of the United States 
offers the special inducement of political and tariff 
protection, in addition to certain tax advantages. As 
a consequence, the possessions may hold a particular 
attraction for our foreign trade. The possessions of 
the United States for tax purposes include Puerto 
Rico, the Philippines, the Canal Zone, Guam, Ameri- 
can Samoa, Wake and Midway islands. Hawaii and 
Alaska are territories and not possessions.2 The In- 
ternal Revenue Code is not in effect in Puerto Rico 
or the Philippines, which have their own systems of 
taxation. As a matter of fact, the Treasury ruled 
in 1945 that Puerto Rico was no longer a possession 
for tax purposes, but a foreign country. The Virgin 
Islands are expressly excluded from the category of 
possessions by tax statute. Although the tax law 
of the United States is the law of the Virgin Islands, 
United States citizens who derive income from sources 
in these islands file tax returns in both countries, 
subject to a credit for foreign taxes.* 

A citizen of a possession receives the same treat- 
ment taxwise as a nonresident alien in the United 
States. He is taxed only on his income from sources 
within the United States resulting from trade or busi- 
ness, and not on income from possessions. 

Citizens of the United States operating in the pos- 
sessions can enjoy definite tax advantages. If certain 
conditions are fulfilled, their gross income for current 
normal and surtax purposes is confined to gross in- 
come arising from sources within the United States. 
These conditions are: (1) that 80% or more of their 
gross income for the three-year period immediately 
preceding the close of their taxable year, or shorter 
period if their business existence is less than three 
years, must have been derived from sources within a 
possession of the United States; and (2) that 50% or 
more of their gross income for such a period was de- 
rived from the active conduct of a trade or business 
within a possession of the United States. Deductions 
from taxable income are limited, however, to those 
that nonresident aliens and foreign corporations en- 

1Section 231 (a) 

*Section 15(b) 

*Regulations Sec. 29.251.4 


4Section 251 (d); IT 3690; Section 252; Regulations Section 29.252-1; 
IT 3748; IT 3788; Section 231 
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gaged in trade or business within the United States 
are entitled to; and the credits for taxes of foreign 
countries and possessions of the United States are 
denied them.? 

Such a corporation, conducting its business as it 
does in the possessions, is not permitted to be in- 
cluded in a consolidated tax return; and it is also 
denied the 85% dividends-received credit.2 Although 
its domestic parent corporation is not entitled to a 
dividends-received credit,® it is entitled to a credit 
for foreign taxes paid by its subsidiary in a possession 
in respect to earnings distributed to the parent.* 


CHINA TRADE ACT CORPORATIONS 


At the outbreak of the war in Asia, America’s com- 
mercial stake in China was estimated to be about 
$250 million. The investments of Japan and Great 
Britain were each about five times as large. United 
States investments were chiefly in public utilities, 
missionary work, and the sale of petroleum products, 
machinery, motor cars and sundries. The Japanese 
and British investments were chiefly in shipping lines, 
railways, factories, and mines. With the Japanese 
investments eliminated, and those of the British im- 
poverished by the war, the Chinese market is particu- 
larly inviting to United States capital. Besides, China 
has launched on a three-year program of reconstruc- 
tion and economic expansion involving the purchase 
of $2 billion of United States machinery, equipment 
and other supplies. The Chinese hope to pay for these 
goods through a balance of trade provided by exports 
of tung oil, raw silk, tin, hog bristles, tungsten, anti- 
mony, feathers, egg products, cotton, wool, hides, em- 
broideries and laces. 

In September, 1922, Congress enacted the China 
Trade Act® to foster business between the United 
States and China, particularly so that American busi- 
ness might fare better in its competition with the sub- 
sidized British, French and German firms. To qualify 
for its tax benefits, a corporation must comply with 
the following: a majority of its directors and the 
president and treasurer of such a corporation must 
be China-residing American citizens; it must be or- 
ganized in the District of Columbia; it must bear the 
words “Federal Inc. U. S. A.” in its corporate name; 
and its books must be open for public inspection. 
It is forbidden to engage in the banking, insurance 
or, under certain conditions, the shipping business. 


Its primary tax advantage is that it is allowed as a 
credit against net income an amount equal to the 
proportion of the net income derived from sources 
within China which the par value of the stock of the 


1Section 251(h); Schley v. Com’r, 42 BTA 434; Section 131(f) (g) 

*Section 26(b), Section 141(e) (4) 

*Section 26(b) 

‘Section 131(g)(1). See also p. 160 

51922, 42 Stat. 849; U. S. Code, 1934 ed., Title 15, Ch. 4; Regula- 
tions Section 29.262-3 


corporation owned by residents of China, the United 
States and the latter’s possessions and by any citizens 
of the United States and China bears to the aggre- 
gate par value of all the corporate shares. This tax 
advantage is restricted by the fact that the reduction 
of the tax resulting from this credit may not exceed 
the amount of the special dividend certified to the 
Commissioner by the Secretary of Commerce. Unlike 
the general dividend, the special dividend is an extra 
dividend awarded in proportion to their holdings to 
those stockholders who on the last day of the taxable 
year were residents in China, in the United States, 
or in the latter’s possessions, or were citizens of the 
United States or of China.’ 


Tax-exempt Dividends 


Dividends received by residents of China from a 
China Trade Act corporation are specifically ex- 
empted from taxable gross income.? Dividends dis- 
tributed by a China Trade Act corporation, treated 
as income from sources within the United States, are 
subject to a 30% rate when paid to nonresident 
aliens in the United States. This 30% rate may be 
reduced to not less than 5% by treaty in the case of 
these aliens residing in North, Central or South 
America, the West Indies or Newfoundland. Thus, 
except for what taxation they may be subject to in 
China, stockholders in a China Trade Act corporation 
may render themselves totally tax exempt. But such 
a corporation must distribute its profits to its stock- 
holders or else invite the impact of the Section 102 
penalty tax. 

By recent statute, no federal income tax return or 
payment need be made by a China Trade Act cor- 
poration for 1941 and thereafter until the fifteenth 
day of the sixth month following the date of the ter- 
mination of the war as proclaimed by the President.? 
These corporations are denied the credit for foreign 
taxes,* the right to be included in a consolidated tax 
return,° and the 85% dividends-received credit.® 


WESTERN HEMISPHERE TRADING 


Large gold and foreign exchange holdings and the 
absence of price ceilings have made Latin America 
particularly attractive for trading. Great Britain is 
our primary competitor, particularly in Argentina, 
with Sweden, Switzerland, Canada, Belgium and 
France contenders in certain commodities. 

Latin American gold and foreign exchange soared 
to nearly $4,500 million in 1945. The holdings in the 
eight major Latin American countries are listed below 
and amount to the following sums: 


Sections 261, 262; Starr & Co. v. Com’r, 101F (2d) 611 
Section 116(f) 

Section 3805 

‘Sections 131 (g), 263 

Section 141 (e) 5 

Section 26 (b) 
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The United States has already captured the lion’s 
share of this business. Our advantages lie in the facts 
that we are Latin America’s principal buyer except in 
Argentina. We have the largest amount of shipping, 
we can finance exports through the resources of the 
Export-Import Bank, we have become rooted in their 
markets during the war, and we have conducted a 
relatively effective trade campaign. 


On the other hand, British advantages lie in the 
facts that that country has longer established business 
connections in certain commodities, it enjoys greater 
experience in Latin American banking and export 
financing and it offers longer credit terms to buyers. 


The Internal Revenue Code offers a special tax 
inducement to citizens who wish to trade in the 
Western Hemisphere. Exemption from the surtax 
is provided in the Revenue Act of 1942. For this 
purpose, it created the new tax entity known as 
the Western Hemisphere trade corporation. It is the 
usual type of domestic corporation organized in any 
one of the states of the United States, all of whose 
business is done in any country or countries in North, 
Central or South America, in the West Indies, or in 
Newfoundland, and which satisfies the following con- 
ditions: 


1. That 95% or more of the gross income of such 
new domestic corporation throughout its existence 
or during the three years immediately preceding the 
close of the taxable year of an older corporation was 
derived from sources other than sources within the 
United States; and 


2. That 90% or more of its gross income for such 
period was derived from the active conduct of a trade 
or business. 


Qualified corporations are exempt from surtax for 
taxable years beginning after December 31, 19412, 
were exempt from excess-profits taxes,’ and enjoy a 
foreign income-tax credit. The Revenue Act of 1945 
abolished excess-profits taxes for all domestic corpora- 
tions. The surtax is a graduated tax which is as much 
as 14% on corporate incomes of $50,000 and over. 


These corporations are subject to the Section 102 
penalty tax, and qualify for inclusion in a consolidated 
income-tax return. Dividends received from a West- 

Section 109, Senate Finance Committee Report No. 1631 of the 
77th Congress, Second Session 

*Section 15(b) 

Section 727; Reg. 112, Sec. 35.727-1 

‘Section 131 


ern Hemisphere trade subsidiary may be treated by 
the parent corporation like those from any domestic 
corporation. 

Of all the possessions, only the Panama Canal Zone 
can give rise to income which may qualifiy a firm as 
a Western Hemisphere trade corporation. 


GROSS INCOME ABROAD 


There are two enigmas inherent in the problem of 
tax inducements in foreign trade. One is the mean- 
ing of “gross income . . . from sources other than 
sources within the United States,” and the other 
is “active conduct of trade or business.” Yet a proper 
understanding of them is essential for a correct com- 
prehension of the tax consequences of our foreign 
trade. 

“Gross income . . . from sources other than sources 
within the United States” is an evasive term, and 
is neither defined by the courts nor by the Commis- 
sioner of Internal Revenue with clarity and definite- 
ness. The problem is aggravated by court opinions 
being frequently in conflict with the Commissioner’s 
regulations, with which business must comply if it 
wishes to avoid litigation over the origin and nature 
of its foreign trade operations. This vexing problem 
further confuses the one involving the allocation of 
income between foreign countries and the United 
States which has always plagued Americans and 
which frequently results in double taxation. 

The Commissioner’s regulations afford little com- 
fort because they were originally intended to imple- 
ment Section 119 of the Code, a statute which was 
enacted primarily to levy federal taxes on foreigners 
who were escaping United States taxation. 


Obviously, the income from real property taxwise 
has its source abroad or in the United States depend- 
ing on its location. But what is the source of the 
income, taxwise, from personal property purchased 
in the United States and sold abroad? Purchased in 
a foreign country and sold in the United States? Pro- 
duced within and sold without the United States? 
Produced without and sold within the United States? 
Purchased in a United States possession and sold in 
the United States? Produced within the United 
States and sold within a United States possession? 
Produced within the United States possession and 
sold in the United States? Purchased in the United 
States and sold in a United States possession? 

Section 119 and its accompanying Regulations 111, 
Section 29.119, elaborate on the term gross income 
from sources within, without, and partly within and 
partly without the United States, particularizing on 
interest, dividends, compensation, rentals, royalties. 

1Mitchell B. Carroll, “Allocation of Income for the Prevention of 
International Double Taxation,” a paper presented to the Inter- 


American Bar Association, Fourth Conference, Santiago, Chile, 
October 20 to 29, 1945 
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and capital gains. Section 22, dealing with definitions 
of gross income, and Section 231(d), treating with 
the taxation of foreign corporations and their ap- 
plicable regulations, further expound on this trying 
problem but with little more success. Section 119 (e) 
(2), in explaining gross income from sources partly 
within and partly without the United States, says 
that “gains, profits and income derived from the pur- 
chase of personal property within and its sale without 
the United States or from the purchase of personal 
property without and its sale within the United 
States shall be treated as derived entirely from source 
within the country in which sold . . .”! Regulations 
111, Sec. 29.119-8, in dealing with the sale of per- 
sonal property, says that “income derived from the 
purchase and sale of personal property shall be 
treated as derived entirely from the country in which 
sold . . .” and proceeds to state that “the ‘country 
in which sold’ ordinarily means the place where the 
property is marketed.”! But what does the Commis- 
sioner mean by the words “sold” and “marketed”? 

The Commissioner had earlier held that the place 
where the legal title to the property passed was the 
sine qua non of the source of the income.” 

Subsequently, the Commissioner concluded that 
the place where the contract was executed and not 
necessarily the situs of the passage of the title? was 
determinative of the source of the income. This 
change of thought was prompted by the United States 
Supreme Court decision in Campania General de 
Tobacos de Filipinos v. Collector* in 1929. 

Later, in 1934, the Commissioner changed his mind 
again and concluded that the place where the con- 
tract was negotiated was decisive of the source of 
income of the sale or exchange of personal property.® 

This vacillation on the part of the Commissioner 
reflects the difficulties attending the problem of re- 
solving the intricate question as to what factor or 
factors give rise to income. 

In contrast with the Commissioner’s undecided 
views as to the source of income, the courts® have 
taken a consistent legal position that the passage of 


‘Italics supplied 

20.D. 651, 3 C.B. 265 (1920); O.D. 1100, 5 C.B. 118 (1921); LT. 
1569, II (1) C.B. 126 (1928); 1.T. 2068, IIT (2) C.B. 164 (1924); 
G.C.M. 2467, VII (2) C.B. 188 (1928) 

5G.C.M. 8594, IX (2) C.B. 354 (1930) 

4279 U.S. 306, 49 Sup. Ct. 304 

5G.C.M. 13,475, XIII (2) C.B. 224 (1934) 

°R. J. Dorn & Co., 12 BTA 1102 (1928) 


Porto Rico Consolidated Fruit Co., et al. 16 BTA 778 (1929) 

San Carlos Milling Co., Ltd., 24 BTA 1132 (1931), affirmed 
(CCA-9), 63 F (2d) 153, 12 AFTR 152 

Hubert De Stuers, 26 BTA 201 (1932) 

Briskey Company, 29 BTA 987 (1984), affirmed 78 F (2d) 816 
(CCA-3, 1935) 

Com’r v. East Coast Oil Co., 85 F (2d) 322 (CCA-5, 1936), affirm- 
ing 31 BTA 558 (1934), certiorari denied 299 U.S. 608 (1936) 

Hazelton Corporation, 36 BTA 908 (1937). 
riage Co., Ltd.,41 BTA 910 (1940), 120 F (2d) 424 (CCA-4, 


Ronrico Corporation 44 BTA 1130 (1941) 
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title to personal property decides the situs of the 
source of income. 


Conflicting Concepts 


These conflicting concepts of the term “gross in- 
come from sources other than sources within the 
United States” cannot be resolved until the United 
States Supreme Court squarely decides the issue. In 
the meantime, Americans engaged in business abroad 
must conduct their businesses with caution. At this 
time when the court might have settled this question, 
it missed its opportunity. In this case, Campania Gen- 
eral de Tabacos de Filipinos v. Collector of Internal 
Revenue,! the puzzle for the court to resolve was the 
stipulation that the merchandise “was sold in the 
United States by the agency therein of the plaintiff’s 
Philippine branch, the sale being subject to confirma- 
tion and absolute control as to price and other terms 
and conditions thereof, by the plaintiff's Philippine 
branch.” Was the confirmation given by the Philip- 
pine branch of the seller to the buyer? Did the Philip- 
pine principal merely approve the negotiations of 
its United States agent who had authority to con- 
summate the sale? Did the Philippine principal in- 
stead conclude the sale? Did it make any difference 
whether the merchandise was exported or paid for 
before or after the sale was alleged to have been made 
in the Philippines? Did the law of the Philippines 
govern the transaction? The court held that in in- 
stances where confirmation was given by the Philip- 
pine branch, the merchandise was sold and the profits 
arose in the Philippines. 

The Fifth Circuit Court of Appeals in 1936 in re- 
ferring to this case held that title to the merchandise 
passed in the Philippines and that was determinative 
as to the source of the taxable income.” 


A Disturbing Case 


Although the courts have consistently held that 
the passage of title is the sine qua non in establish- 
ing the source of income, a recent court decision has 
cast some doubt on the conclusiveness of that prin- 
ciple. In the Amtorg Trading Corporation case® in 
1945, goods shipped from various European ports, 
f.o.b., were declared to be sales consummated in the 
United States in conformity with the expressed in- 
tent of the parties. 

This case is disturbing because it had been well- 
established law that, for example, an f.o.b. New York 
City transaction was one in which title to property 
passed to the purchaser in New York City. This case 
is authority for the proposition that an expressed in- 
tent of the seller and buyer, despite the f.o.b. transac- 
tion, to pass title elsewhere is determinative as to 
where the ownership of the property passed. 

1279 U.S. 306, 49 Sup. Ct. 304 (1929) 


2Commissioner v. East Coast Oil Co., 85 F (2d) 322 
3150 F (2d) 536 
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ACTIVE CONDUCT OF BUSINESS 


The other crucial, though less vexing, phrase which 
lacks definiteness and therefore plagues the taxpayer 
in foreign trade is “active conduct of a trade or busi- 
ness.” Light is thrown on these words by such com- 
parable ones as “carrying on or doing business” in con- 
nection with the capital stock tax,! and “engaging in 
trade or business” in connection with income tax.? 
With these instances as authority, it might be con- 
cluded that business activities beyond the mere re- 
ceipt of income from property and the payment of 
organization and administrative expenses in connec- 
tion with it would constitute “active conduct of a 
trade or business.’’? Under other sections of the In- 
ternal Revenue Code, “engaging in trade or business 
within the United States” does not include the mere 
sale of stocks, securities and commodities through a 
broker, but does include the performance of personal 
services.* 


LEGAL STATUS OF FOREIGN INCOME 


In the confused status of the law as to the mean- 
ings of the phrases “gross income from sources other 
than from sources within the United States” and “ac- 
tive conduct of trade or business,” greatest certainty 
exists as to income from foreign real property and 
personal service. It is clear that the situs of the real 
property or of the rendition of the personal service is 
determinative of the source of the income, and the 
nature of the operation is clearly active conduct of 
trade or business. The place of payment of the con- 
tract sum, of the execution of the contract, and of the 
payment of foreign taxes, among other factors, are 
contributory elements to support or to disprove these 
concepts. 


As for the sale or purchase of personal property in 
an export or import undertaking, a sale, f.o.b. some 
foreign port, or the purchase, f.o.b. some foreign port, 
with supporting governmental and financial docu- 
ments, is indispensable to satisfy the judicial interpre- 
tation of the requirements. To conform with the 
Commissioner’s rulings, in addition, it would be well 
advised to conduct as much economic activity of the 
transaction abroad as is feasible, including some of the 
following among others: sales campaigns, promotion 


ISection 105 (b) of the Revenue Act of 1935, as amended 
*Sections 211 (b) and 231 (b) of the Revenue Act of 1936 
3Lewellyn v. Pittsburgh, B. & L.E.R. Co. 222 Fed. 177; AFTR 465. 

McCoach y. Mine Hill & Schuylkill Haven Railroad Co. 228 U.S. 
295, 57 L. Ed. 842, $3 S. Ct. 419, 3 AFTR 2872. 

‘Sections 119, 148, 144, 211 and 231. C.C.A-2 in, Union Inter- 
nationale de Placement v. Hoey, 96 F (2d) 591, 21 AFTR 140, 
reversing 22 AFTR 1244 Berliner Handels—Gesellschaft v. U.S. 
90 Ct. Cl. 75, 30 F. Supp. 490, 24 AFTR 176, Ct. D. 1940-1, p. 244, 
certiorari denied March 11, 1940. S.T. 703, C.B. December, 1933, 
p. 406, Regulations Sec. 187.52. GCM 22069, C.B. 1940-1, p. 242. 
Section Seven Corporation v. Anglim 136 F (2d) 155, (CCA-9, 1943). 
Haussermann, 23 BTA 378 (1931), affirmed 63 F (2d) 124, certiorari 
denied 289 U.S. 729 (1932). 


programs, agency representation, payment of foreign 
taxes, maintenance of sales or purchase ledgers, and 
payments. Although the payment of the purchase 
or sales price does not in and of itself determine the 
passage of title to merchandise, payment abroad helps 
to further prove the foreign source of the income and 
active business conduct. 


In the case of a Western Hemisphere trade corpora- 
tion the quantitative requirements for the foreign 
source of income are so high, even an immaterial al- 
location of income between a foreign country and the 
United States would prove fatal to it and its tax ad- 
vantages. As for a Section 251 corporation, 80% of 
whose gross income is derived from doing business in 
the possessions of the United States, it is even more 
important to execute payments in the possessions so 
as to keep the United States tax toa minimum. This 
is owing to the unique language of Section 251 (b) 
that gross income shall include “all amounts received 
by . . . corporations within the United States, wheth- 
er derived from sources within or without the United 
States.” For purposes of meeting the requirement of 
80% gross income from business in the possessions, a 
sale consummated in a possession is not one in the 
United States. But the receipt of the price in the 
United States would make it includible in United 
States income. This statutory language makes it ap- 
plicable only to Section 251, and not necessarily to 
foreign or Western Hemisphere trade corporations. 

As for a manufacturing, mining or agricultural en- 
terprise abroad or in the United States, the source 
of the gross income is relatively indisputable. When 
these enterprises also engage in international selling, 
the problem of a reasonable allocation of income is 
raised which might be detrimental to compliance with 
the quantitative requirements of a Section 251, or a 
Western Hemisphere trade corporation. The estab- 
lishment of independent sales corporations would ren- 
der the entire venture less vulnerable to adverse al- 
locations of income. 


Certainly, a holding company merely collecting the 
dividends and interest on the securities that it owned 
could not possibly avail itself of these tax advan- 
tages. 


SECTIONS 45 AND 129 


Where intercorporate transactions are conducted 
to distribute expenses and income so as to effect a 
tax saving, the Commissioner may invoke Section 45 
and redistribute them in accordance with a truer eco- 
nomic formula. Will any of the newly organized cor- 
porations to engage in foreign trade run afoul of Sec- 
tion 45? 

This is not so likely if the primary purposes for 
their organization are economic rather than tax re- 
ducing in nature. The refusal to expose a corpora- 
tion’s entire assets to the political and economic 


166 THE CONFERENCE BOARD 


hazards of foreign countries and the desire to oper- 
ate more effectively a foreign enterprise with an inde- 
pendent corporation are sound and valid business mo- 
tives, even if tax savings are incidentally effected 
thereby. 


Intercorporate transactions conducted at arms 
length have been held to avert the danger of the 
impact of Section 45. It is further contended that all 
sales and service charges between subsidiaries and the 
parent companies should be discharged at fair mar- 
ket values; similarly, that all intercorporate loans 
should be bona fide, and that executive salaries should 
be reasonable and consonant with the new and old 
duties and responsibilities. 


The Commissioner has recently ruled that Section 
129 is not applicable to Western Hemisphere trade 
corporations. Section 129 forbids the acquisition of 
a corporation on or after October 8, 1940, to secure 
thereby a deduction, credit, or allowance primarily 
to avoid or evade federal taxation.? Newly organized 
foreign trade corporations, not specifically protected 
by the Commissioner’s ruling, may be confronted with 
the same problems under this section as under Sec- 
tion 45. Here, too, the safeguard appears to be proof 
that the concern was established for business motives 
and not for tax evasion. 

J. H. LanpMan 


Division of Business Practices 


Seminole Flavor Co., 4 T C 1215, acquiesced 1945 I.R.B. No. 16 
p. 1; Asiatic Petroleum Co., v. Com’r., 79 F (2d) 284 (CCA-2 1935), 
certiorari denied 296 U.S. 645 


*I T. 3757, 1945 I.R.B. No. 17, p. $ 
sRegulations 111, Section 29.129 


_ ‘A standard work on the prevailing tax laws and other pertinent 
information for the major foreign countries is Martindale-Hubbell’s 
“Law Directory,” Volume II, Law Digest, 1946. 


Employment on 


Upswing 


LL categories of civilian employment reported in- 
creases in the number of workers from January 
to February, except struck industries according to 
preliminary reports. No net change occurred in the 
civilian total, however, as the number idle in metal- 
working manufacturing industries completely offset 
the combined additions in agriculture, mining, con- 
struction, transportation, trade and service. 

The over-all total of employment showed a decline 
of one million in February, attributable to the reduc- 
tion in the net strength of the Armed Forces in that 
month. Had it not been for work stoppages in Febru- 
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ary, expansion of private employment might well have 
appeared in happy contrast to the previous gloomy 
predictions for the opening months of this year. This 
is not overlooking the fact that there is an increasing 
volume of unemployment, simultaneous with the ex- 
pansion in private civilian employment, owing to the 
large-scale entry of ex-servicemen into the civilian 
labor force. 


AGRICULTURE 


Total farm employment increased more than usual 
in February in all parts of the country except the far 
West. The January-to-February gain in hired help 
was twice as large this year as between the same two 
months in 1945. Above-normal temperatures permit- 
ted spring field work to get off to an early start in 
general throughout the country. The trend toward 
shorter work days on farms, begun two years ago, 
continued for both operators and hired hands in al- 
most every state. 

The Department of Agriculture reports that under 
the extension farm labor program, veterans of World 
War II are receiving the benefits of farm placement 
service which may be compared with the nonagricul- 
tural placement activities of the United States Em- 
ployment Service. 


MANUFACTURING 


The full effect of the widespread labor disputes in 
metals and related manufacturing industries was re- 
flected in February by an employment decline which 
reduced the number of factory workers to well below 
10 million, or the lowest level in five years. Employ- 
ment decreases, primarily in the iron and steel indus- 
try, but also in machinery, transportation equipment, 
automobiles, and non-ferrous metals industries, over- 
shadowed gains which occurred during the month in 
virtually all the remaining manufacturing groups as 
well as in all other categories of nonagricultural em- 
ployment except government. 

In the six-month period since the war’s end, small 
but regular employment increases in strictly “civilian” 
industries have been reported. Shortages of materials 
and lower wage rates have been mentioned as causes 
of the moderate expansion in these industries, in the 
light of a loosened labor market. 


CIVILIAN GOVERNMENT EMPLOYEES 


At the beginning of February, there were fully 
450,000 fewer civilian employees on the payroll of the 
Federal Government than at the end of August, 1945. 
Reductions in the personnel of the War and Navy 
departments accounted for virtually all the decline in 
Federal Government employment. 


Caryt R. FexpMAN 
Division of Business Economics 
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Earnings and Hours 
in Manufacturing 


OTH actual and “real” hourly and weekly earn- 
ings of production and related workers rose from 
November to December in the twenty-five manufac- 
turing industries surveyed each month by Tue Con- 
FERENCE Boarp. There was a slight reduction in the 
length of the work week and total man hours were 
somewhat less. Employment also declined slightly, 
but payrolls showed a very small increase. More 
wage rate increases were reported than for some time 
past, 5.6% of the workers receiving increases aver- 
aging 11.5%. For all workers in the twenty-five in- 
dustries the average increase amounted to 0.6%. 
Hourly earnings rose 1.3% in December to $1.102. 
This was only 0.8% below the peak level for this 
series which was reached in June, 1945. Since Decem- 
ber, 1944, the increase has been 1.5%. Several fac- 
tors entered into the rise over the month period, such 
as the wage rate increases mentioned above, and shifts 
in employment distribution. Each month since last 
July the proportion of women workers has de- 
creased, and the proportions of both unskilled and 
skilled male workers increased. In July, 1945, 26.3% 
of the total number of workers were women, and 
13.1% and 60.6% unskilled and skilled males, re- 
spectively. By December, the women workers were 
only 21.1% of the total, and the percentages of the 
males had increased to 14.6 and 64.3. Obviously, this 
higher proportion of skilled males would raise hourly 
earnings. Since January, 1941, the base date of the 


Little Steel formula, hourly earnings have risen 45.2%. 

For the last four months, weekly earnings have 
shown only very small changes. The lowest point 
was in November, and the December average of 
$45.72 was 30 cents, or 0.7%, greater than the pre- 
vious month and almost exactly the same as the Sep- 
tember level. However, it was 8.4% lower than dur- 
ing the last month of 1944. For the year, weekly earn- 
ings averaged only 0.8% less than in 1944, when the 
workers in these industries received the highest week- 
ly return recorded since this survey was initiated. 

Real weekly earnings, or the amount of goods and 
services that could be purchased with dollar earn- 
ings, rose 0.3% from November to December, or 
slightly less than the increase in actual earnings. Over 
the year since last December, real earnings have de- 
clined 9.6% and the average for the year 1945 was 
2.3% less than the previous year’s average. 

Working hours were reduced slightly in Decem- 
ber. They averaged 41.7 hours, only 0.2 hour, or 
0.5%, less than the previous month, but 4.1 hours, or 
9%, below the December, 1944, level. The average 
work week for the year 1945 was 1.4 hours, or 3.1%, 
less than that of 1944. It was also lower than in 
1943, but higher than in any other year since 1929. 

Employment in December was only fractionally 
lower than in November, but 23.4% lower than the 
previous December. The average for the year was 
15.3% below that of 1944, and was lower than any 
year since 1940. Payrolls, although they rose 0.2% 
from November to December, were 29.9% lower than 
December, 1944, and the 1945 annual average was 
16% below the 1944 average. 


Evizasetu P. ALLISON 
Statistical Division 


EARNINGS, I10URS, EMPLOYMENT, PAYROLLS, PRODUCTION WORKERS, 25 MANUFACTURING INDUSTRIES 
Norte: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 
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Excerpts from Replies to Survey of 


Business Practices 
(See article on page 143) 


PRIMARY PRODUCTS 


Abrasives and Asbestos: Permit Economic Laws To 
Operate 


“My general estimate is that postwar recovery, control 
of inflation and increased production all depend on the re- 
moval of restrictions on prices permitting economic laws 
to prevail.” 

“We are operating under a price ceiling, but what we can 
do pricewise is controlled through competition. Any relief 
to come through the government’s price policy must be 
industry wide to be of any usable benefit. As to the wage 
situation, we find ourselves in a very high-cost bracket 
today. I do not think that the price, one way or another, 
would have any effect upon the volume of production. Nor 
do I think it would make any difference inflationwise if 
the OPA were to abandon controls in our industry. There 
is plenty of capacity in the industry to produce far beyond 
any demands for our products, and competition is so broad 
and keen that supply and demand would naturally level off 
prices. 


Foundries: Industry Wage Pattern Not Set 


“Our situation is complicated by the fact that the OPA 
will not give price relief to an industry until a wage pattern 
has been set, and as the major tonnage of our industry is 
struck the question arises as to how long it will take for a 
wage pattern to appear.” 

“We are producing all the gray iron castings we can and 
only hope that the OPA will see fit to keep us in the profit 
column. Until the government’s wage-price policy is crys- 
tallized into action, we cannot tell just what our operating 
costs and therefore our operating profits will be. This in- 


decision on the part of the government is holding business 
back” 


Steel Producers: Price Increase Granted 


“We are part of the steel industry, which got its price 
increase in conjunction with its wage increase. The OPA 
allotted a price increase to our group, which, while it does 
not compensate our industry for all of the increased costs 
of the past plus the new wage increase, does make a reason- 
ably honest effort to make our situation tolerable.” 


“For the year 1945, on a certain grade of sheets, the 
manufacturing loss was $12.58 per ton. The wage increase 
and a modest estimate of the increased cost of materials 
and supplies total approximately $5.20 per ton. The OPA 
has determined that $4.50 is the proper increase for this 
type of product. This leaves a loss of more than $13.00 
per ton on this item.” 


Miscellaneous: Production Curtailed 


“The situation confronting our industry is so serious that 
under existing conditions manufacturers simply cannot pro- 
duce many of the essential items, particularly with respect 
to products vitally needed in the building industry, until 
the OPA takes a realistic view of the situation and grants 


at least the relief necessary to allow manufacturers to re- 
ceive at least their costs. If OPA controls are to be con- 
tinued on our products, then the regional OPA offices must 
be given jurisdiction to administer the new wage-price 
policy promptly and with respect to conditions existing in 
each region.” 


METAL MANUFACTURES 
Automotive Equipment: 20% Price Increase Needed 


“All our present production is under OPA price limita- 
tions, and we are losing money every single month. We 
would have to have a 20% increase in sales prices to cover 
anticipated increases in labor costs of our own and of 
people who supply parts and products to us. Such a price 
increase would in no way handicap our volume.” 

“The OPA approved as of January 16, 1946, prices based 
on old wage rates. Changes in wage rates and higher costs 
of materials: from suppliers will require an adjustment in 
these prices.” 

“The wage pattern which we probably will have to follow 
generally will upset the wage standard in all our plants. 
To give both a toolmaker and a sweeper an increase of 
18.5 cents an hour throws out of balance the traditional 
differences in their compensation. We will need a price in- 
crease of about 80% of the total percentage of wage in- 
creases. The whole problem emphasizes the desirability of 
eliminating price control. Manufacturers who have had 
large increases in costs but who have been unable to get 
price relief simply turn to other items and discontinue 
manufacturing the item on which they could not get relief.” 


Electrical Equipment: Price Control through Com- 
petition 


“The new wage-price policy has started an upward rise 
in prices which cannot be held back unless Washington 
wants industry in general to go to hell. The effect on pro- 
duction costs appears to be greater than the percentage of 
increase. While 18 cents an hour appears to be the pattern, 
in our case it looks like a 20% increase. With labor approxi- 
mately 50% productive as compared with prewar days, this 
is in essence a 40% increase in our production costs over 
prewar. Prices theoretically should be increased in our case 
from 15% to 20%. Even if we could raise prices beyond 
say 10% we wouldn’t do it. The effect of price relief on 
the volume of goods produced would be tremendous. Price 
controls could be eliminated on all those things which 
people are not forced to buy immediately, but which can 
be delayed until rhyme and reason and a healthy supply of 
production has entered into the picture.” 

“A 15% general wage increase last October, together with 
other percentage increases and one general increase of 
10 cents an hour made during the war, brought our basic 
rate increases since January, 1941, up an average of 4242%. 
We have not increased our prewar and wartime prices on 
some items, and have made no substantial increase on others. 
The time is soon going to arrive when competition rather 
than price control will govern pricing in this industry.” 


“Unless we can get price relief, we will have a 20% in- 
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crease in volume in 1946, with a small net loss in operating 
income. To offset the 18% cents per hour, plus a 15% 
salary increase, we would require a 10% increase in retail 
prices if our dealers and salesmen participate, or a 5% in- 
crease if the dealers and salesmen are by-passed.” 


“Our industry needs a minimum increase of 15% over ex- 
isting price levels to break even. All of us are losing sub- 
stantial sums of money and it is only a question of time 
before some of the plants will have to shut down.” 

“Should we be forced to pay 18% cents per hour addi- 
tional wages, we would require a minimum increase in prices 
of about 20% to bring us to the profit position of the base 
period 1936-1939.” 

“Should we increase hourly rates and salaries to the ex- 
tent that they have been increased in basic steel and other 
industries, i.e. 184 cents an hour, and pay 10% more for 
materials, prices would have to be increased at least 20% to 
bring about the same yield on invested capital as was real- 
ized during the 1941 base period. The productive effort of 
the organized workers in our plant has declined at least 30% 
because of union strategy.” 


Industrial Machinery: Wartime Controls Sound 


“The theory of price stabilization was sound, but political 
administration of prices and wages since termination of the 
war has retarded production and been injurious to public 
welfare. We probably will require an increase of 10% in 
our selling price to offset all increases that have been im- 
posed upon us by the government’s wage-price policy.” 

“Applying the wage increase of 1844 cents an hour which 
we made to our employees, and the increased cost of ma- 
terials as nearly as we can estimate them now, we will have 
a total cost increase of approximately 5% to 6% of our 
ceiling prices. We will probably require an increase in prices 
of from 8% to 12%.” 


“We are being squeezed by rising wages without adequate 
relief on prices. Our over-all costs are up about 40% over 
1939, and our prices are those in effect in 1939. It is my 
opinion that there would be no marked inflation if all price 
ceilings were removed in our industry. We have always 
been a highly competitive industry, and I certainly cannot 
imagine any large user paying a heavy increase.” 

“Since the dollar value of our sales will be approximately 
25% less than during wartime, and the dollar cost of labor 
per unit of product will be increased 18% to 20%, and the 
over-all efficiency of labor will continue to fall, while prices 
are tied to October, 1941, status, it is not difficult to pre- 
dict very small or vanishing net returns. Very promptly 
some items will be discontinued altogether, and the produc- 
tion of others restricted. It probably will be necessary 
eventually to introduce some lines on which modern pricing 
can be obtained and let some one else build our losing lines. 
For practical results, price relief would have to be at least 
15% to 80% of the wage increase ‘ordered (?)’ by govern- 
ment.” 

“Our company would be definitely confronted with operat- 
ing losses if we should grant the wage increases demanded. 
My guess is that in the face of the tremendous demand for 
all products, the unwieldly methods of price control by the 
OPA will break down and a serious spiral of inflation will 
ensue.” 


‘Despite President Truman’s assurance that when he 
suggested 18.5 cents he only meant the steel industry, 
every union leader in our area is claiming that the pattern 
was approved by President Truman, regardless of the type 
of business.” 


Machine Tools: 10% Price Rise Sought 


“During the war, high volume enabled us to absorb 
the added cost of an increase in labor rates of approxi- 
mately 60%. Now that we are back to peacetime levels, 
the squeeze is terrific. Either we must get a price increase 
from the OPA of at least 10%, or else our sales must in- 
crease 30% from present levels.” 

“We have increased our hourly rates very substantially. 
Based upon projections of production we have made for 
1946 which happen to be materially larger than in good pre- 


war years, this increase will absorb any operating profit 


contemplated. A sales price increase of 10% would cover 
the present increase in labor cost.” 

“A general application of the government’s new wage- 
price policy will certainly raise our production costs, and, 
to offset this, prices should be increased approximately 10%. 
If we had to raise prices and our competitors did not, it 
would naturally have a serious effect upon our business.” 

“Wage increases on the order of those recommended by 
the government for the steel and automobile industries 
would mean operating at a substantial loss. Increases in 
selling prices would be imperative, and would probably 
range between 10% and 20%.” 

“At the present time, our volume of incoming orders is 
much higher than we expected it to be. Because of this and 
the efficiency of our employees, we are still able to operate 
at a profit.” 


“Complete removal of price and wage controls, under 
present conditions, would be national suicide.” 


“We have not had a strike, nor have we made the pre- 
vailing 18.5 cent wage advance. If any such advance is 
made, we must have a substantial increase in our selling 
prices or go out of business.” 


Office Equipment: Profit Impossible on Current 


Volume 


“The so-called wage-price policy seems tous to be only 
a wage policy so far. Our company has been trying to ob- 
tain relief from the OPA for the past several months, but 
so far have had no success. Our costs have gone up ap- 
proximately 10%. It will be impossible for us to make any 
profit on the volume that we can produce with the material 
which we can buy at the present time.” 

“The new wage-price policy will definitely increase our 
production costs. We are large users of steel and we shall 
be immediately burdened with higher costs as a result of 
the steel strike settlement. The General Motors and General 
Electric strike settlements will undoubtedly be used in our 
industry asa pattern for further demands. In addition, we 
have already had both labor and material costs gradually 
increased all during the war so that we are now in need of 
approximately a 25% increase in our prices. If price relief 
were given generally throughout industry, we feel confident 
that we should soon be able to secure the needed raw mate- 
rials which would make it possible for us to increase our 
eee by 25% and perhaps by 50% in some of our 

nes.” 

“Our major problem is whether we will have steel enough 
for our needs. How additional costs may affect us is a back- 
ground question at the minute. My guess is that the prices 
of our products should go up 10% to 15%; and also that 
such a price rise would in no way affect the volume of goods 
produced.” 


Railroad Equipment: Policy Accentuates Demand 


“We have been compelled to grant a wage increase which 
will ultimately bring our wage scale in line with the general 
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pattern of about 18%. Our prices are the same now as in 
1937, while practically everything else has increased be- 
tween 30% and 40%. We have been able to make out 
principally because the volume of our sales has increased 
considerably. The wage-price policy accentuates the pres- 
ent demand for all kinds of goods because of the certainty 
of higher prices once the ceilings are removed. This will 
add to the scarcity of goods as long as the policy is in 
force.” 

“We estimate that the new wages and material prices 
will increase our costs approximately 25%, in addition to 
increased material prices that were granted to suppliers a 
year ago. No doubt this will slow down production as no 
one in this industry can afford overtime at the new rates 
without price relief.” 


Miscellaneous: Losing Out in Foreign Markets 


“There was some excuse for the various government con- 
trols when the government was buying probably 75% of 
the output of industry. But such a policy is absolutely un- 
workable when business is trying to supply the wants of 
innumerable customers. On the wage policy alone our costs 
will be advanced from 12% to 15%. In our export market 
we are being forced to price ourselves out of that field.” 

“By sponsoring a pattern of liberal wage increases, and in- 
serting the requirement of government approval into wage 
agreements if price relief is contemplated, the policy has 
done much to reduce the use of collective bargaining as a 
means of negotiating labor agreements.” . . . “On V-J day, 
we decided that we would go back into our old business 
at our March, 1942, prices and operate for at least six 
months arid take the consequences. The effect of this de- 
cision of ours has been softened considerably by long-range 
planning begun in 1939. When we went into 1942 we had 
stripped all the deadwood out of both production and prices. 
Had this not been done, we would not have been able to 
operate since V-J day without severe losses. Today we are 
engaged in re-costing every item that we manufacture on 
the basis of new raw material and labor costs, and from 
the standpoint of what the ultimate price to the consumer 
is going to be.” 

“The new wage-price policy practically forces wage in- 
creases on companies that can ill afford them. By implica- 
tion the policy encourages strikes and is not calculated to 
secure increased labor productivity which is essential to the 
payment of increased wages.” 

“Our prices haven’t changed since October, 1941. In the 
meantime, our wages have increased 47.38%. Steel, our 
principal material, has increased $13.50 a ton.” . . . “The 
effect of the wage-price policy will vary considerably based 
upon the percentage of the total cost of the item which is 
represented either by labor or by direct materials which 
have had price increases. Any form of price relief will help 
to some extent in getting more goods on the market.” 


OTHER MANUFACTURES 
Chemicals: Period of Uncertainty 


“A period of uncertainty is ahead of us. As relief is 
granted to various industries, costs for all manufacturers 
will pyramid, and it is difficult to see how and when the 
top will be reached.” 

“Take-home pay was due to stay up very well indeed in 
the bulk of American industry. The effect of the govern- 
ment’s policy is to jack up all commodity prices, to the 
detriment of salary workers and people on fixed incomes.” 

“We are continuing to operate on a 48-hour base week, 


with many employees running well over that time. It will 
have to be clearly understood which changes in rates are 
effective on a 48-hour basis, and which will be effective 
when the 40-hour basis is reestablished. Inasmuch as labor 
costs are a substantial percentage of total costs for us, 
the effect in any case is bound to be very marked. Such 
price relief as may be granted would cause a decided im- 
provement in the volume of goods produced as the higher 
wage rates would undoubtedly produce the required num- 
ber of much needed employees.” 


“Our profit margins (before allowing for overhead ex- 
penses) on three important products, expressed both in 
cents per pound and as a percentage of net sales price, are 
running at the lowest level that has prevailed since these 
products were first manufactured. A price increase of at 
least 15% would be required to approximate even normal 
profit margins.” 


Food Products: Inflation Inevitable 


“We have advanced wages voluntarily since V-J day so 
that the actual weekly take-home pay is more than it was 
at the period of our longest hours of work. The evils of in- 
flation are much to be avoided, but the only way to get 
out of the mess we are in is to pull off the controls, let pro- 
duction get moving, and take the dose of castor oil right 
now.” 

“We have had a policy of following the cost of living, 
and at times of being ahead of it in the matter of wage in- 
creases. Our product is priced at an established wholesale 
and retail price for each unit and we cannot gain increases 
without upsetting the price structure for the industry.” 

“For our own industry a rise of 1844% in wages would 
result in a greater rise in cost of our product than the aver- 
age total profit for the year 1944-1945.” 


“In our case, the new policy made possible a greater 
degree of price relief than was possible under previously 
existing policy. The price relief approximately offset the 
wage increase and amounted to about 20% on the wage 
bill, roughly 10% on our gross processing margin and 244% 
on our selling price.” 


Paper: Realignment of Products 


“Many producers, realizing the effect of low end prod- 
ucts on their profits, have shifted into higher grades. As a 
result, maldistribution of product production has occurred 
which is having disturbing effects on the consumers. Es- 
tablishing 1936-1939 base earnings as a criterion for price 
increases completely ignores many of the important factors 
of comparative costs. The new wage-price policy should 
carry with it a product-price-at-a-profit formula without 
reference to base-period earnings. Unless proper prices are 
established, new products which can be produced at a profit 
will continue to take the place of established lines that are 
necessary to a normal balance.” 

“The government’s wage-price policy will have the effect 
of making an over-all increase of substantially 18.5 cents 
an hour in wages. Material costs will be effected eventu- 
ally in about the same way, as will our remaining costs to a 
greater or lesser degree. This forces us to the conclusion 
that, percentagewise at least, an 18.5% increase in price 
would yield us about the same percentage of profits as we 
show today.” 

“Since the basis used by the OPA in determining the 
necessity for relief is related to the 1986-1939 period, which 
was not a particularly good one for our industry, and since 
the volume of business being done today is considerably in 
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excess of that in the base period, further increases in labor 
costs will probably necessitate a six months’ or longer delay 
before any relief can be secured. As labor costs represent 
nearly 30% of the total in the manufacture of our grades 
of paper, this is a matter of considerable concern.” 


Textiles: Same Increase in Prices and Wages 


“The government’s wage policy is somewhat indefinite, 
but we assume it means an increase of about 15%. It seems 
perfectly clear that the increases in prices will be about the 
same percentage as the increase in wages. It may take a 
little time for the effect to work all the way through, but 
it is inevitable. The final effect of such price relief will be 
to reduce demand slightly. This reduced demand will come 
from people who have not received increases in income— 
those living on their savings, civil servants, professional 
people, etc.” 

“Wartime wage levels were high in relation to man-hour 
productivity. There should have been no wage increases in 
industry generally until warranted by increased worker 
productivity. If products can no longer be made profitably, 
they won’t be made. There will be a shift to substitutes of 
poorer quality, or a general development of black markets, 
and price controls will be ignored.” 

“Our over-all labor costs will be increased 10%. We do 
not think it will be necessary to ask for increased prices in 
this industry this year, but if labor asks for another in- 
crease in 1947 it will be again necessary to raise prices.” 

“The wage-price policy seems to us like a program de- 
signed primarily for political ends without the sort of foun- 
dation in economics which would make it workable so far as 
business is concerned. The wage-increase part of the policy 
seems fairly specific, but on the price side everything re- 
mains pretty much as before, with prices decidedly subject 
to interpretations.” . . . “Our industry has recently given 
a wage increase of 17% to 18%, in line with the Administra- 
tion-fostered increases in other industries. Prices will have 
to be advanced 10% to 12% to cover this wage advance 
(our principal cost is wages) .” 


Tax Briefs 


The following is a compilation of some recent im- 
portant court decisions and United States Treasury 
rulings in the field of taxation which may be of inter- 
est to taxpayers. 


INCOME TAXES 


Attorney's fees for defending price-ceiling violations are 
deductible as ordinary and necessary business expenses. 
GCM 24810. 


Insurance premiums paid on policies pledged as collateral 
for a loan are not deductible as ordinary and necessary non- 
business expenses. Leslie v. Com’r, 6TC No. 63. 


Medical expenses including traveling expenses, meals, 
and lodging incurred by parents in behalf of invalid child 
are deductible. IT 3786. 


Proceeds of the assignment of in-oil payment right are 
taxable as ordinary income subject to depletion and are not 
capital gains. GCM 24849. 


Wedding present by a corporation is not a gift but taxable 
income. Nickelsburg v. Com’r, CCA-2, March 14, 1946. 


Earnings prior to a merger of two corporations as part 
of an integrated reorganization plan constitute taxable divi- 
dends to shareholders. Sheldon v. Com’r, 6 TC No. 66. 


Salaries paid with noninterest-bearing notes are recog- 
nizable income only at the current discounted value. Paul 
M. Potter, et al.. TC Memo Docket Nos, 7473, 474. 


War losses on Italian bonds are losses as of the day the 
United States declared war upon Italy. The taxpayer is 
not required to prove seizure or distribution of the assets. 
Ford v. Com’r, 6 TC No. 64. 


Bona fide gifts under state law may not be so for federal 
tax purposes. Sewell v, Com’r, CCA-5, 151 F (2d) 765,806. 


Household wages are not deductible even though the do- 
mestic help is essential to make it possible for both parents 
to earn taxable income. O’Connor, 6 TC No. 46. 


Insurance premiums on life of a stockholder paid by a 
corporation are a taxable dividend distribution and not a de- 
ductible business expense for the benefit of its two stock- 
holders. Paramount-Richards Theatres, Inc. v. Com’r, 
CCA-5, February 15, 1946. 


Partnership between husband and wife, not recognized 
by the Tax Court, when supported by evidence, is not 
reviewable by the higher courts. Lusthaus v. Com’r, U.S.8. 
Ct., February 25, 1946, affirming 149 F (2d) 232. 


Partnership of husband and wife, valid under state law, 
was held not to be so by the Tax Court because no contri- 
bution of capital was made by the wife. It was affirmed 
by the United States Supreme Court as to the Tax Court’s 
findings of facts. Com’r v. Tower, U.S.S. Ct., February 
25, 1946, reversing CCA-6, 3 TC 396. 


In the light of the preceding United States Supreme 
Court decision in the Lusthaus case and in this one, 
it would appear that in order for a family partnership 
to be recognized for federal tax purposes, the wife 
must invest capital originating with her, or substan- 
tially contribute to the management of the business, 
or perform important additional duties. 

The outlawing of these two family partnerships by 
the United States Suprme Court raises interesting tax 
questions. Does the income-tax-invalidated family 
partnership permit a gift-tax refund, or was the gift 
bona fide for gift-tax purposes? Are the entire part- 
nership assets part of the husband’s estate for estate 
tax purposes, though they are nonexistent for income- 
tax purposes? Of course, for future years, a conver- 
sion from the invalidated partnership to a corpora- 
tion at the reduced corporate tax rates is definitely 
indicated. 

Payment of damage claims against predecessor partner- 
ship is a capital expenditure and not deductible as loss or 
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business expense because the payment was held part of 
the consideration for the acquisition of the assets. Hold- 
croft Transportation Co. v. Com’r, CCA-8, February 21, 
1946, affirming TC Memo Dec. No. 99. 


Sale of patent rights prior to filing application for patent 
results in capital gain. Myers v. Com’r, 6 TC No. 88. 


Gain on treasury stock sold to employees is taxable. The 
M. Conley Co. v. Com’r, 6 TC No. 86. 


The Mexican proportional tax of 10% on participations 
from oil production may be treated as a foreign tax credit 
because it is an income tax. IT 3787, reversing IT 3193, IT 
8288, and IT 3320. 


Cash basis employee-officer’s additional compensation is 
taxable in 1943 and not in 1942 because the taxpayer was 
not in actual or constructive receipt of it in the earlier 
year. His employer did not accrue it or credit it to his ac- 
count in 1942 in order to avoid penalties under regulations 
issued by the Economic Stabilization Director on October 
27, 1942, and rescinded by an Act of Congress on April 13, 
1948. Tufts v. Com’r, 6 TC No. 29. 


NLRB awards of back pay constitute wages for purposes 
of social security tax, unemployment insurance, and pre- 
sumably withholding tax purposes. Social Security Board 
v. Nierotko, U.S.S. Ct. February 25, 1946. 


EXCESS-PROFITS TAXES 


Development of new milling machine constitutes valid 
grounds for Section 721 (a) (2) (C) excess-profits tax relief, 
entitling taxpayer to exclude from 1940 excess profits 
net income the net abnormal income attributable to 1936 
to 1939. W. B. Knight Machinery Co. v. Com’r, 6 TC 
No. 67. 


A tax proceeding under Section 722 of the Internal Rev- 
enue Code may be instituted in the Tax Court by the trustees 
of a Texas corporation more than three years after its dis- 
solution. Oklahoma Contracting Company of Texas v. 
Com’r, CCA-5, February 14, 1946. 


J. H. Lanpman 
Division of Business Practices 


Federal Tax Calendar 


May, 1946 


10 Withholding tax. Tax withheld from wages during April, 
1946, if more than $100, is payable to an authorized 
depositary. 


15 Corporate income and excess-profits tax. Return is due 
for fiscal year ended February 28, 1946, and one 
fourth of tax is payable for fiscal years ended May 
$1, August $1, and November 30, 1945. 


Individual income tax. Return is due and tax is pay- 
able for fiscal year ended February 28, 1946. 


Nonresidents. Income-tax returns of foreign partner- 
ships are due; foreign corporations’ and aliens’ re- 
turns are due, and one fourth of tax is payable for 
fiscal year ended November 30, 1945. One fourth of 
tax is payable for fiscal years ended February 28, May 
31, and August 31, 1945. 


Partnerships. Return is due for fiscal year ended Feb- 
ruary 28, 1946. 


Fiduciaries. Return is due and one fourth of tax is pay- 
able for fiscal year ended February 28, 1946. One 
fourth of tax is payable for fiscal years ended May 
81, August 31, and November 30, 1945. 


Exempt corporations. Return on Form 990 is due from 
certain exempt corporations with accounting periods 
ended December 31, 1945. 


31 Excise taxes. Returns for April, 1946, are due, and 
taxes are payable. 


June, 1946 


10 Withholding tax. Tax withheld from wages during May, 
1946, if more than $100, is payable to an authorized 
depositary. 


15 Corporate income and excess-profits tax. Return is due 
for fiscal year ended March 31, 1946, and one fourth of 
tax is payable. One fourth of tax is payable for cal- 
endar year 1945 and for fiscal years ended June 30, 
and September 30, 1945. 


Individual income tax. Return is due and tax is payable © 


for fiscal year ended March 31, 1946. 


Estimated tax. Installment of 1946 tax is payable. 
Declaration is due and one third of tax is payable, if 
filing requirements were satisfied after March 1 and 
before June 2, 1946. 


Nonresidents. Income tax returns of foreign partner- 
ships are due; foreign corporations’ and aliens’ returns 
are due, and one fourth of tax is payable for calendar 
year 1945. One fourth of tax is payable for fiscal years 
ended March 81, June 30, and September 30, 1945. 


Partnerships. Return is due for fiscal year ended March 
$1, 1946. 


Fiduciaries. Return is due and one fourth of tax is pay- 
able for fiscal year ended March 31, 1946. One fourth 
of tax is payable for calendar year 1945 and for fiscal 
years ended June 30, and September 380, 1945. 


Withholding agents. Payment of tax withheld from in- 
terest on corporate bonds, interest, dividends, ete. 
during calendar year 19465 is due. 


Exempt corporations. Return on Form 990 is due from 
certain exempt corporations with accounting periods 
ended January $1, 1946. 


30 Excise taxes. Returns for May, 1946, are due and taxes 
are payable. 
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